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United States Government Obligations ; 
State and Municipal Obligations ‘ 
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Federal Reserve Bank Stock . 

Real Estate Mortgages . 

Banking House . ‘ 
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LIABILITIES 


Capital Stock 

Surplus. . , 

Undivided Profits : 

General Reserve 

Deposits 

Reserved for Taxes, Interest, "Expenses, etc. 
Unearned Discount 


Dividend Payable July 2, 2, 1945, 
Total 


$ 26,651,526.30 
28,596,121.42 
99,776,135.71 
6,461,000.00 
2,291,500.00 
840,000.00 
3,841,762.53 
1,600,000.00 
491,179.98 


$170,549,225.94 





$ 2,000,000.00 
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RESTRAINT-OF-TRADE STRAW MAN? 


What is Monopolistic 
Minimum Trust 


OT only the banks and trust companies 
| themselves, but the Federal Reserve 
Board, the Comptroller of the Currency, the 
Federal Deposit Insurance Corporation and 
the state banking authorities are very di- 
rectly interested in the adequate profitabil- 
ity of trust departments. The public has a 
definite interest in the availability of sound 
banks and trust service of a high standard. 

The facilities and management necessary 
for proper protection of the many thousands 
of trust beneficiaries require certain mini- 
ma of compensation for the fiduciary. The 
most meticulous legal restrictions or super- 
visory controls are ineffective if not based 
upon the firm foundation of profitability 
which makes good management possible. 

The greatest detriment to high standards 
on the part of fiduciaries expressly char- 
tered by the Federal or state governments 
to provide the public with experienced trust 
service is the commitment to serve at a fee 
which cost studies show results in operating 
losses. It was in the attempt to put pro- 
fessional trusteeship on a sound basis that 
fee schedules—based on cost analysis and 
common experience—were developed in ci- 
ties, counties or states. 

In recent months, however, much publi- 
city has been activated to the effect that 
schedules of fees for personal or corporate 
trust services may be subject to criticism or 
even anti-trust prosecution as being in re- 
straint of trade. 

Where is the monupoly? Probate records 
disclose that chartered fiduciaries in the ma- 
jority of cities are appointed in less than 50 
per cent of the wills probated; individuals 
are still appointed in the majority of cases 








about Recommended 
Fee Schedules? 


in most areas. Individuals and even separ- 
ate corporations are acting in a great num- 
ber of testamentary trusteeships. People 
are not forced to appoint trust institutions 
in living trusts or even to use such trusts. 
There are both alternatives and competitors. 

Besides, fee schedules approved by re- 
gional trust associations are not backed by 
plenary power of enforcement—they are 
suggested minimum figures and are subject 
to competitive conditions everywhere. Var- 
iations are frequent and expected, as the 
conditions, assets and duties of each trust 
vary. As the Official Guide of the American 
Bankers Association notes: 


“There are sections of the country where 
peculiar local conditions obtain, and for 
them local schedules must be devised... 

“Many of the services rendered in trust 
departments do not lend themselves to fixed 
schedules, because in the work which has to 
be done there are too many variable fac- 
TOPS cs 

“All the rates—for the types of accounts 
included—set forth in this Guide are in- 
tended to be minimum rates contemplating 
normal services... 

“A profession, an industry, or an indi- 
vidual, to do good work must prosper.” 


No categorical opinion can be expressed 
on this point, but it does appear from opin- 
ions of well-informed legal counsel and 
trust executives that the cry of “restraint- 
of-trade” represents a rather far-fetched 
application of the doctrine. Taken literally, 
the scrapping of scientifically developed fee 
schedules can undo much of the healthy 
work heretofore done to put trust business 
on a paying basis. 
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LO, THE POOR STOCKHOLDER! 


Private Capitalism Before the Court of 
Public Opinion 


HE American Public — and that 

means primarily employees since 
they comprise perhaps 75 percent of 
the entire population — are essentially 
fair-minded. Unless we believe that, or 
at least allow the assumption, there is 
no use talking about either cabbages or 
Kings or Free Enterprise. Nor are they 
fundamentally “radicals” or socialists, 
a fact clearly indicated by recent public 
opinion polls. 

But that they are not adequately informed 
on corporate economics or even misinformed 
by pressure groups or special interests, 
needs no further proof. Political actions 
during the past decade have been but one of 
several external evidences. Too many 


schools and colleges have either omitted any 
basic education in business matters or have 
presented them from a theoretical or “pink- 


ish” viewpoint. Some of the more immature 
or radical labor leaders have set out to fos- 
ter “class” antagonisms, aided by ‘“do-good- 
ers” and even some politicians using busi- 
ness as the scapegoat. 

Here we have the picture of Free Enter- 
prise on trial—before a court-room consist- 
ing of the entire public. This public not 
only comprises the owners of business, it is 
mainly composed of its customers, and those 
who can make the laws and the philosophies 
under which management and investors live. 
In this court of public opinion, corporations 
have been charged with almost every crime 
in the book, plus a few special ones for 
“soulless” entities which men are supposed 
to become when they work together as a 
corporate team. 

It is fascinating to watch management 
and institutional investors burrow into 
‘past earnings” and all manner of statisti- 
cal data in an effort to protect their posi- 
tions and savings. But against the tide of 
Statism or even legal restrictions, it is as 
illusory a performance as that of sweeping 
back the tides with a broom. Can’t we take 
a lesson from the “ideologists” and show- 
men of Nazism, Fascism and Sumariism— 
not to enslave people but to free them, free 
them from what they don’t know and from 
what they know “that ain’t so.” Unless the 


corporate and owner defendants in this pub- 
lic court give good testimony, it is natural 
that they will be considered guilty. Silence 
is generally taken as an admission of guilt. 

Unfortunately, these misunderstandings 
about the American system of private enter- 
prise—and of the uses of the capital and 
profits on which it is based—are rather pre- 
valent among the managers and investors 
themselves. How many can answer the 
question “What do people think most corpo- 
rations make in profits?” And how much 
do they make—vet? And how much of this 
in turn is distributed to the owners each 
year? 

Here are some too-little-known facts. Peo- 
ple think the corporations are making 
30 percent profits; they feel, however, that 
10 percent would be a fair return. All ac- 
tive corporations actually averaged (1928- 
1944) only 4 percent on net worth. For this 
is a profit-and-loss system. Yet there is 
still an important step missing. How much 
do the owners get for the hire of their past 
labor (i.e. their invested savings)? In the 
Little Steel argument before the National 
War Labor Board last year, a representative 
of the Steel companies, speaking of the pay- 
ments to owners who furnish the tools of 
production said: they “are sometimes 
called interest, sometimes called profits and 
sometimes called income.” He did note that 
part of these payments might be retained 
in the business, but the fact is that the own- 
er rarely gets all or nearly all the profits— 
even of net. The income of a corporation 
may be gross income from sales, or income 
before taxes. It makes a lot of difference. 
We need better business Semantics. 

Let us see just what the “capitalist’”— 
whether owner of one or a thousand shares 
—really gets. For the years 1928-1944, he 
did not get even the 4 percent net profits; 
he averaged, in dividends paid out, 2.9 per- 
cent.* (The same percentage applies to 1944 
also.) He also had an equity or interest in 
the retained part—but so did the creditor 
and so did the employee. He may have bene- 


*This represents 2.9 percent of net worth, based on 
Treasury Department ‘‘Statistics of Income, with esti- 
mates for 1943/4. On the basis of gross income of the 
469,000 active corporations covered, dividends paid 
averaged only 2.7 percent. 





CURRENT EVENTS 


fited from a better market price for his 
stock—he often did not and he always took 
the risk of decline in market or purchasing 
value of the principal. 

We should not have to apologize for pro- 
fits (though many corporate reports appear 
to do so). We should apologize to the savers, 
the builders of the Arsenal of Democracy 
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for giving them so little for the use of their 
tools. 

Or better than apologize, industrial and 
financial leaders can get across the true pic- 
ture of profits and capital and the rights of 
investors without whom our workmen could 
not be the most productive in the world and 
the best paid. 





INFLATION OR DEFLATION ? 


NFLATION or deflation? This is the 

crucial question for the period ahead. 
Some government agencies, including the 
Federal Reserve Board and OPA, are em- 
phasizing the danger of inflation. Other 
agencies, including the War Labor Board, 
are emphasizing the danger of deflation. In 
his first quarterly report as director of war 
mobilization and reconversion, Judge Fred 
M. Vinson wavers uncertainly between the 
two. That President Truman is also waver- 
ing is indicated by his request for higher 
unemployment compensation to stem defla- 
tion and his opposition to tax cuts because 
of the danger of inflation. If we adopt na- 


tional policies to combat both simultaneous- 
ly, the result will be an accentuation of our 
post-war difficulties since such measures 
would in part counteract each other. 

The first step in determining whether it 
will be inflation or deflation is to note the 
period of time being considered. Two pe- 
riods may be distinguished: before and 
after V-J Day. Secondly, it is important to 
remember that the terms inflation and defla- 
tion are not used to describe. diametrically 
opposite conditions. Inflation is used to de- 
scribe a condition of rising prices; deflation 
apparently is used in the sense of unemploy- 
ment. 





Executor and Trustee 
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Before V-J Day: 


HILE the fighting continues in Japan 
there will continue to be’ intensive 
pressure for rising prices. Although cut- 
backs in war production are taking place 
and workers’ aggregate incomes will be re- 
duced as a result of increasing unemploy- 
ment and reductions in overtime, the aggre- 
gate amount of purchasing power in the 
hands of the people will still exceed the 
supply of goods at current prices, Even 
after these cutbacks, government spending 
will continue at the rate of $60 to $70 bil- 
lion annually and the federal deficit will 
probably average $30 billion or more a year. 
With a deficit of that magnitude, it is in- 
conceivable that we will be suffering from a 
deficiency of consumer purchasing power. 
The reduction in civilian incomes will not 
be fully reflected in consumer spending be- 
cause it will be offset in part by lower tax 
payments, reduced savings and unemploy- 
ment compensation payments. Moreover, 
there is little likelihood that the supply of 
civilian goods will increase enough during 
this period to alleviate the shortage sig- 
nificantly. Thus, although some unemploy- 
ment will develop in the coming months, this 
will not be the result of any deficiency of 
Such unem- 


consumer purchasing power. 
ployment will be due to the time it takes to 
reconvert war plants to peace time produc- 
tion, which cannot be shortened one day by 
government actions to increase consumers’ 


incomes. Such actions will only aggravate 
the existing tremendous pressure for higher 
prices. 


After V-J Day: 
NUMBER of factors will become opera- 
tive after the Japanese war is ended. 
Some of these will exert a downward pull on 
prices, others will press for higher prices. 
These factors may be summarized as fol- 
lows: 
Downward Pressures: 

1. The virtual elimination of demand for 
war goods will release enormous quantities 
of materials for civilian use. Supplies of 
such basic materials as steel, aluminum, cop- 
per, lead and zinc will be available in record 
amounts. 

2. Labor incomes will decline sharply as 
workers lose their jobs, overtime payments 
are eliminated, and workers shift to indus- 
tries with lower wage structures. 

3. Productivity has increased in some 
fields as a result of wartime discoveries in 
technology and improvement in manage- 
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ment, thus making possible lower unit costs 
and hence lower prices. 

4. Large surplus stocks of certain goods 
will press upon the market. 

5. The wartime expansion in capacity to 
produce indicates that record supplies of 
civilian goods can be made available. The 
competition to sell this volume will hold 
prices down. 


Pressures for Price Increases: 


1. The tremendous deferred demand for 
all types of consumers’ durable goods such 
as automobiles, refrigerators, houses, wash- 
ing machines, assures a demand for all that 
can be produced for at least three or four 
years and probably longer. 

2. Consumers possess enormous savings 
to finance these purchases. Savings at the 
rate of $40 billion annually are more than 
four times as large as those in 1929. By 
the end of 1945, the accumulated wartime 
savings of individuals will total more than 
$150 billion, most of it held by consumers 
who are accustomed to spend rather than to 
save. 

3. Industry will require tremendous 
quantities of machines, equipment, etc., to 
make up for wartime deferred maintenance, 
modernization of plants and _ expansion. 
Liquid assets of industry are at an all time 
high. The S.E.C. has reported, for example, 
that working capital of American industry 
was more than $45 billion at the end of 1944. 
These assets will be supplemented by post- 
war tax refunds. 

4. Rehabilitation demands from Europe 
will be a ‘significant factor for several post- 
war years. 

5. The wartime increase in unit labor 
costs will become of increasing significance 
as the wartime offsets including reduced 
selling expenses and lower overhead costs 
per unit are reversed. A further increase 
in wage rates would tend to aggravate this 
pressure, except where it is offset by in- 
creasing productivity. 

6. There has been a tremendous inflation 
in money in circulation (from less than $10 
billion to more than $25 billion) and in de- 
mand deposits (from $27 billion to $71 bil- 
lion) which has not been fully reflected in 
the price level because of wartime controls 
and large scale savings by individuals. 

7. It is apparently planned to release a 
large volume of public works spending, part 
of which is required to compensate for de- 
ferred spending and may not be postponable, 
(e.g. public roads and highways). 
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A balance of the forces outlined above in- 
dicates that those for higher prices will be 
the stronger. 

The extent to which unemployment (defla- 
tion) takes place, will depend in part upon 
how quickly we reconvert to civilian goods, 
the manner in which the wartime controls 
are eliminated and the timing, and the ex- 
tent to which cost reductions can be effected. 
A key danger is that in an effort to reduce 
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or eliminate this unemployment we will em- 
bark upon additional large scale spending 
programs (“if we can spend large sums on 
war why shouldn’t we spend them to coun- 
teract unemployment”) which will aggra- 
vate the pressure for higher prices at a time 
when the wartime psychology and controls 
are not present. In that event the cure will 
be worse than the disease. 

JULES BACKMAN 


EXECUTIVE REMUNERATION AFTER TAXES 


ABOR leaders and some stockholders tend 
to become unduly excited about the com- 
pensation of large corporation executives. 
Too often, these criticisms overlook the 
large amount of taxes which must be paid 
-by such executives as a result of current 
rates. What appears to be a realistic ap- 
proach to answering this criticism was re- 
cently contained in the Proxy Statement of 
a large industrial company. This company 
showed the total compensation received by 
each officer who had been paid more than 
$20,000 during the year and also showed the 
amount remaining after deduction of esti- 
mated Federal income taxes on such remun- 
eration. That some of the figures were 
startling is indicated below: 


Total Remuneration Amount After 
Deduction of 
Received Federal Income Taxes 


$73,534 $27,170 
37,200 18,909 
45,650 21,327 
25,000 14,705 


Executive A 
Executive B 
Executive C 
Executive D 


Since the taxes were estimated on the as- 
sumption that these officers and directors 
were married but had no children, it is clear 
that in those cases where they had depen- 
dents other than a wife the net income re- 
maining after taxes would have been slight- 
ly higher than shown in the table above. 
On the other hand, this estimate made no 
allowance for State taxes. 


Corporations could improve their rela- 
tionships with employees and with their 
stockholders if they made available informa- 
tion similar to that outlined above. Under 
high wartime tax rates, it is clear that high 
executive compensation does not necessarily 
mean that large amounts are retained for 
living expenses. Of course, when, as and if 
high tax rates are reduced, the net earnings 


to these executives would be corresponding- 
ly increased. However, recent statements 
from Washington indicate clearly that any 
significant reduction in taxes for those in 
the higher income brackets is out of the 
question for many years to come. Presen- 
tation of data before and after taxes, there- 
fore, will continue to be significant both for 
individuals and corporations, and should 
help to improve employee relationships, par- 
ticularly in the difficult reconversion period 
ahead when some unemployment seems in- 
evitable. 


Peoples- Pittsburgh 
Trust Company 


Member Federal Deposit Insurance Corporation 
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Guaranty Trust Company of New York 


FIFTH AVE. OFFICE MAIN OFFICE MADISON AVE. OFFICE 
Fifth Ave. at 44th St. 140 Broadway Madison Ave. at 60th St. 


LONDON PARIS BRUSSELS 
Condensed Statement of Condition, June 30, 1945 


RESOURCES 


Cash on Hand, in Federal Reserve Bank, and 


Due from Banks and Bankers $ 556,382,134.64 
U. S. Government Obligations 2,143,853,239.75 
Loans and Bills Purchased _...................... Se earns eens rs iS eae eve 1,087,247,591.17 
mene OOUMPINEGS ..........---<-5---20-n-20----02-.----2---00e- $ 59,250,014.00 
Stock of the Federal Reserve Bank 7,800,000.00 
Other Securities and Obligations 23,435,565.73 
Credits Granted on Acceptances 1,816,331.85 
Accrued Interest and Accounts Receivable __.. 11,405,024.22 
Real Estate Bonds and Mortgages _................. 1,524,984.90 

105,231,920.70 
I a a awit Scns 9,335,564.19 
Other Real Estate 785,232.79 


Total Resources : $3,902,835,683.24 


Capital 90,000,000.00 
Surplus Fund 170,000,000.00 
Undivided Profits 47,374,454.58 

Total Capital Funds : $ 307,374,454.58 

General Contingency Reserve ___.....................-. ee re fe ae Oe 35,051,222.67 
se ha oc whmen cece $3,469,404,579.29 
Treasurer’s Checks Outstanding 21,529,517.18 

ee Apert 3 ans" ea ema coe eas 3,490,934,096.47 

Bills Payable 40,090,000.00 
Eh $ 3,777,730.82 
Less: Own Acceptances Held for Investment ._. 1,961,398.97 
$  —-:1,816,331.85 


Liability as Endorser on Acceptances 


and Foreign Bills 147,732.00 
Dividend Payable July 2, 1945 2,700,000.00 
Items in Transit with Foreign Branches and 


Net Difference in Balances between Offices 


Due to Different Statement Date of Foreign 
Branches 1,026,324.93 


Accounts Payable, Reserve for Expenses, 


Taxes, ete. 23,785,520.74 
29,475,909.52 
Total Liabilities $3,902,835,683.24 


Securities carried at $1,233,090,665.65 in the above Statement are pledged to qualify for 
fiduciary powers, to secure public moneys as required by law, to secure Bills Payable, 
and for other purposes. This Statement includes the resources and liabilities of the 
English, French and Belgian Branches as of June 26, 1945. 


Member Federal Deposit Insurance Corporation 
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PROGRAM FOR SMALL BUSINESS 


ECENTLY, two articles have been 

published which have a bearing on 
the policies to be adopted for small 
business. W. R. Jenkins in Forbes 
Magazine, April 15, 1945, examines the 
record of small business. He points out 
that historically the return to most 
small business men has been small and 
that failure has been very frequent. 
The following factors having been of 
importance in this poor record: (1) 
small business men have had too little 
capital, (2) they have not had sufficient 
“know-how,” and (3) the market for 
the product or service they are selling 
has been too small. The successful 
small business has been the one in 
which these factors were present to a 
significant degree. 


In light of the factors discussed in Mr. 
Jenkins’ article, a four-point program for 
small business proposed by Secretary of 
Commerce Henry A. Wallace is of interest. 
In the Reader’s Digest, May, 1945, Mr. Wal- 
lace presents the following four-point pro- 
gram: 


1. Eliminate arbitrary barriers such as 
patents and monopolistic controls which pre- 
vent small business men from entering some 
industries. 

2. Establish a government agency which 
would guarantee loans to small business in 
a manner similar to the guarantees given 
by the F.H.A. 

3. Expand industrial research activities 
of the Bureau of Standards to provide small 
business men with research services similar 
to those provided for the farmer through 
the U. S. Department of Agriculture. 

4. Give the small business man tax relief 
by raising the minimum exemption under 
the Excess Profits Tax, by permitting these 
firms to write off new plant and facilities 
more rapidly than they do under the present 
law and by permitting them to offset losses 
over a period ranging up to five or six years 
against subsequent profits. 

The Wallace program would help to over- 
come some of the difficulties outlined in the 
Jenkins article. The adoption of points 1, 
3 and 4 would undoubtedly prove very help- 
ful to small business. The same is true of 
point two, but in this case it is extremely 
important to provide effective safeguards 
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against the abuse of government credit. In 
answer to an inquiry from Trusts and Es- 
tates, Secretary Wallace has stated: “With 
regard to my position on loans to small 
business men, I believe that loans should be 
carefully screened to eliminate those which 
do not have a reasonable chance of success. 
A preferable method would be to use local 
financing institutions as loaning agencies, 
requiring them to take partial responsibility 
on loans.” 


To overcome the problem.of inadequate 
capital, the Investment Bankers Association 
of America has recently recommended to 
Congress that local investment companies 
be established to provide capital for small 
business. This is in line with Secretary 
Wallace’s proposal noted above. Such com- 
panies would have to be chartered by the 
Federal Reserve System, have a minimum 
paid in capital of $25,000, and be investi- 
gated by the Federal Reserve. Federal Re- 
serve Banks would be obligated to buy 25 
year debentures of such an investment com- 
pany in amounts up to three times the paid 
in capital. This investment company would 
purchase for investment or resale, bonds, 
preferred and common stocks, and also be 
permitted to make loans to unincorporated 
businesses. Ten percent of the funds made 
available to business would have to be in- 
vested in the B stock of the investment com- 
pany. 

Small business will play an important role 
in furnishing post-war jobs. For example, 
in 1944 small business [as defined by the 
Department of Commerce] provided 45% of 
the total American industrial and commer- 
cial employment. Moreover, the small busi- 
ness of yesterday has become the big busi- 
ness of today. Unless the opportunity for 
progress in small business is kept wide open, 
road blocks will be placed in the path of our 
industrial progress and expansion. Trus- 
tees have always had an interest in the de- 
velopment of small business. Under today’s 
tax laws and the high taxes which will pre- 
vail in the post-war period, this interest 
necessarily must become intensified because 
more and more estates will be of a category 
involving these businesses. Programs such 
as those proposed by Mr. Wallace and the 
Investment Bankers Association, therefore, 
should be welcomed and receive every pos- 
sible consideration. 


The Investment Bankers Association 
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recognizes that “Small businesses usually 
have a need for expert management advice 
and other technical assistance at least equal 
to their actual need for capital. The invest- 
ment companies, therefore, should be au- 
thorized to render such services to their 
business clients and to charge moderate fees 
for such services. A great opportunity 
exists for raising the level of small business 


INSTALMENT CREDIT CONTROLS 


ORMALLY, a large proportion of the 

sales of automobiles and other con- 
sumer durable goods is made on the instal- 
ment credit plan. To control demand in this 
sector of the economy the Federal Reserve 
Board imposed Regulation W in September, 
1941, and tightened the controls at later 
dates. These controls raised the size of the 
down payment and shortened the period in 
which the remaining payments could be 
made. The volume of consumer credit was 
reduced from a peak of $10 billion in 1941 
to about $5 billion at the present time. Al- 
though such controls did play a role, other 
important factors in this decline were the 
sharp reduction in the number of consumer 
durable goods available for civilian pur- 
chase and the large rise in wartime incomes 
which facilitated repayment. 

As we enter the reconversion period, the 
question is being raised as to whether or 
not the consumer credit controls should be 
eased. Those favoring an easing hold that 
in the period ahead the sharp reduction in 
wage incomes will have a deflationary effect 
upon our economy and that the easing of 
these controls will make possible larger pur- 
chases by those whose incomes have been re- 
duced. This line of reasoning is based upon 
a false assumption. During the period 
ahead, inflationary price rises, not deflation, 
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management, and the cost of such expert 
assistance should be borne by those that 
benefit therefrom.” This plan represents 
an effort to overcome the gap which now 
prevails in our financial mechanism. Whe- 
ther the proposal will meet all requirements 
remains to be seen, but it certainly provides 
an interesting basis for solving the prob- 
lem. 


will be the key problem. For the duration 
of the war, consumers’ incomes after taxes 
will continue to remain substantially in ex- 
cess of the available supply of goods at cur- 
rent prices. In addition, individuals have 
accumulated about $140 billion in savings, 
part of which will be available to purchase 
these items. Finally, it seems clear that 
automobiles and other products which might 
normally be bought on the instalment credit 
basis will be in short supply for several 
years. Certainly there will be no shortage 
of purchasing power to clear the relatively 
few cars, in terms of total demand, which 
will become available before the end of 1946. 


Easing of instalment credit controls at 
this time would aggravate the inflationary 
pressure already existent. The Federal Re- 
serve Board recently examined this question 
and concluded that: “If credit were permit- 
ted to augment this demand before goods 
were available in adequate amount, pressure 
on the market would be excessive. It will 
be far better to preserve the unused credit 
capacity of consumers for the later period 
after the first strong demands for consum- 
ers’ durable goods will have been satisfied, 
and when support for a high level of pro- 
duction and employment will be needed.”’ 


While a number of institutions would un- 
doubtedly benefit from the opportunity to 
extend instalment credit, it seems clear that 
in terms of needs of the entire economy such 
control should be tightly maintained for 
some time to come. It may be argued that 
such a policy discriminates against those 
with inadequate incomes. Superficially, this 
may seem to be true. But persons in that 
income group would fare still worse if an 
inflationary price rise developed and was 
fed by the further expansion in credit which 
could take place through the instalment 
credit route. Special arrangements can be 
made, of course, to permit ex-service men to 
avail themselves of such credit. 
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(€€H) LABOR LAW REPORTS 


Here in CCH's practical LABOR LAW REPORTS 
is provided swift, complete, and dependable 
coverage of “labor law." Its informative weekly 
issues span the whole work-a-day world of stat- 
utes, regulations, rulings, court and administrative 
decisions, returns, forms, reports, instructions con- 
cerning the important federal and state regulation 
of labor relations and wage-hour problems. 


Coverage includes: Wage and Salary Stabi- 
lization Law, War Labor Disputes Act, Overtime 
Pay Order, National Labor Relations Act, Fair 


CCH TOPICAL 


Labor Standards Act, anti-discrimination laws, 
public contracts laws relating to wages and hours, 
anti-injunction laws, state labor relations acts, 
state wage and hour laws, etc. 


Pertinent amendments, regulations, rulings, in- 
terpretative bulletins, and court decisions are like- 
wise promptly reported. Thus, subscribers always 
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latest twist and turn of events of interest or im- 
portance in the field of ‘‘labor law.” 
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CONTINENTAL ILLINOIS 


NATIONAL BANK 
AND [RUST COMPANY 


OF CHICAGO 


Statement of Condition, June 30, 1945 


RESOURCES 


Cash and Due from Banks $ 513,247,226.46 
United States Government Obligations 1,754,412,224.46 
Other Bonds and Securities 42,006,959.39 
Loans and Discounts 456,015,919.70 
Stock in Federal Reserve Bank 3,600,000.00 
Customers’ Liability on Acceptances 383,278.73 
Income Accrued but Not Collected 6,600, 401.89 
Banking House 10,950,000.00 


$2,787,216,010.63 


$2,610,638,198.03 

Acceptances 395,386.43 
Reserve for Taxes, Interest, and Expenses 14,641,288.30 
Reserve for Contingencies 18,108,767.65 
Income Collected but Not Earned 154,528.55 
60,000,000.00 

60,000,000.00 

23,277 ,841.67 


$2,787,216,010.63 


United States Government obligations and other securities carried at 
$738,520,332.75 are pledged to secure public and trust deposits and for 
other purposes as required or permitted by law 


Member Federal Deposit Insurance Corporation 





CURRENT EVENTS 


15 


TRENDS IN ESTATE PLANNING 


HENRY S. KOSTER 
Financial Analyst and Consultant, New York City 


“ESTATE INSOLVENCY” CAUSED BY 
BUSINESS OWNERSHIP 


~~ ownership interest in a closely held 
corporation sometimes is a “danger- 
ous” asset to clear through an estate upon 
the death of the owner. Lacking any ready 
market for its stock, duly appointed ap- 
praisers must not only establish a fair value 
for tangible and intangible assets as listed 
on the company’s books, but also place a 
value on its earning power in the form of 
good will. The resultant valuation for es- 
tate tax purposes could bring about destruc- 
tive results in an estate possessed of no 
liquid or other assets. 


For illustration, take the case of a man 
owning a 50% interest in a manufacturing 
corporation and only nominal property out- 
side of his business. Let us assume that 
the book value net worth of this company is 
$400,000, made up primarily of plant and 
equipment carried on the books at a depre- 
ciated cost value. Valuable patent rights 
and manufacturing techniques are carried 
at $1.00, good will being carried at zero. 
Let us also assume that this company’s net 
earnings during the previous five years 
average $75,000 per year. Although there 
is no set rule for valuing stock of a closely 
held corporation, each case being treated in 
accordance with all the facts and influences 
pertinent thereto, it is possible to illustrate 
the point at issue by making an initial pro- 
jection of values regarding certain basic 
facts referred to above. 

The Treasury Department’s objective is 
to determine a fair market value as of the 
date of the decedent’s death. To do this it 
is first necessary that the company’s stated 
assets be fairly appraised. Therefore, the 
book value net worth is not necessarily a fair 
measure of the actual market value of as- 
sets. For instance, plant and equipment be- 
ing carried on the books at their depreciated 
cost could actually bear a higher market 
value if the company depreciated such as- 
sets over too short a period, or if because 
of general business and economic conditions 
such type of property is in demand. 

Many corporations possess patent rights, 
secret formulas, and special manufacturing 
techniques and processes. Ordinarily such 


assets are carried on the books at a nominal 
$1.00. It is easy to see that a fair appraisal 
of such form of property might easily in- 
crease the value of the corporation’s stock 
to a considerable extent. In the case of a 
corporation whose stock is listed on an ex- 
change, factors such as these are naturally 
reflected in the market price for the stock. 

The earning power of a corporation must 
also be taken into consideration, as it has a 
direct effect on any value placed on its stock. 
If a corporation has earnings in excess of a 
fair return on invested capital, such excess 
earnings are capitalized and termed good 
will. In the case under discussion, it might 
be held that 8% ($32,000) represents a fair 
rate of return on the $400,000 of capital in- 
vested, which would mean excess earnings of 
$43,000. Dependent on the nature of the 
business, this latter sum would then be cap- 
italized on a years-purchase method, where- 
under such excess earnings might be multi- 
plied by five. The result would be to place 
a valuation of $215,000 on good will. 

To book value net worth of $400,000, then, 
we might add $50,000 for under-valuation 
of plant and equipment, an arbitrary $100,- 
000 for patents, etc., and $215,000 for good 
will, giving us a total valuation of $765,000 
for estate tax purposes. This basic valua- 
tion, however, would be probably subject to 
further adjustment as other factors must be 
taken into consideration: a comparison of 
the company with similar companies whose 
stock may be listed on an exchange and, 
therefore, possess a current market value; 
and special conditions pertinent to the com- 
pany and the industry in which it operates. 
On the other hand, the executors of the de- 
cedent’s estate should bring out all the fac- 
tors which could justify a reduction in val- 
ue, such as the effect of the loss of the 
special abilities and knowledge of the de- 
ceased owner. It is evident, therefore, that 
no answer can be given in advance on the 
valuation that ultimately may be arrived at, 
but by the elementary type of evaluating 
as described above, it is possible to make 
some projection that may hit close to the 
final result. 

Let us, then, assume that the final valua- 
tion placed on this company will be $800,000. 
As the decedent owned a 50% interest, the 
valuation of his stock for estate taxes would 
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be $400,000. Let us further assume that 
any other property he owned would be used 
up for expenses of administration and neces- 
sary funds to his widow. The estate would 
pay federal and state taxes of approximate- 
ly $100,000. Where will the $100,000 come 
from? It would not be possible to withdraw 
any funds from the corporation or to liqui- 
date the business without the consent of the 
surviving stockholders. The only remain- 
ing alternative, therefore, would be for the 
estate to sell its stock. Unfortunately, the 
fact that the estate is forced to liquidate its 
holdings would not long remain a secret, 
and bidders would naturally take this into 
consideration. A forced sale, therefore, 
might not even bring in sufficient proceeds 
to cover the estate tax. 

There is some protection against this in 
that the executor is permitted to value as- 
sets as of a date exactly one year after 
death, with any assets sold in the interim 
being taken at their sales price. If the exe- 
cutors are alert to this situation, this could 
result in lowering the estate tax payable, 
for if the stock were sold for only $100,000, 
the estate taxes would only amount to about 
$6,000. This would leave the family less 
than $100,000 for their future financial pro- 
tection in place of an asset having a much 
greater intrinsic value. Moreover, to secure 
this tax reduction, the stock must be sold 
within one year after. death; otherwise it 
would have to be valued either as of the date 
of death, or as of one year following death. 
And it is probable that the appraised value 
would not shrink much within that year. 

In view of the foregoing, owners of close- 
ly held businesses should take immediate 
steps to solve this problem while they are 
living so that not only may their families be 
protected, but also that valuable assets be 
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not destroyed. There are three basic meth- 
ods of accomplishing these results. 


1. A portion of family capital currently 
invested in the business might be replaced 
by public capital through issuing and selling 
preferred stock or other forms of securities 
to the public or to some other outside in- 
vestor. This, of course, would provide liquid 
funds for the estate, but represents a diffi- 
cult procedure,- especially in the case of 
comparatively small companies. Also there 
may be a disinclination to bring outsiders 
into the business, even through a limited 
form of ownership interest. 

2. Stockholders today could enter into a 
binding agreement whereunder the survivor 
would be committed to purchasing the in- 
terest of the stockholder first to die at a 
fair price fixed in the agreement. In order 
to put teeth into this plan, it would ordinar- 
ily be essential that each stockholder fund 
the purchase price by carrying insurance on 
the life of the other stockholder. This is 
important, inasmuch as one of the stock- 
holders might die tomorrow and the surviv- 
ing stockholder would not have the neces- 
sary funds with which to effect the pur- 
chase. This type of agreement must be very 
carefully designed as it is possible to set up 
the plan with tax economies rather than 
If accomplished 
properly, the decedent’s estate and family 
are fully protected. If the other stockholder 
should die first, then the individual to whom 
we have referred as the decedent would 
have protected himself against having his 
“partner’s” stock fall into competing or un- 
friendly hands. 

3. If neither of the above solutions is 
practical in a given case, the owner should 
immediately make personal investment in a 
sufficient amount of insurance on his own 
life, so that upon his death an adequate 
amount of liquid capital would be available 
for the protection of his family through 
guaranteeing to them life income direct 
from the insurance company and entirely 
outside of his business, or to conserve his 
business interest by paying the estate tax 
bill. 


TAX DEDUCTION CARRY-OVERS FOR 
PROFIT SHARING TRUSTS 


ACH year a corporation may deduct for 
purposes of Excess Profits Tax, or Nor- 
mal and Surtax, all of its current deposit to 
a qualifying profit-sharing trust up to 15% 
of the total compensation of the participat- 
ing employees. If in any one year the com- 
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pany’s current deposit, as determined by the 
fixed percentage of net earnings, exceeds 
15% of the covered compensation, because 
it has no limit on deposits, the excess may 
be carried forward and deducted in any 
succeeding year in which the company’s de- 
posit is less than 15% of covered compensa- 
tion. The deduction of such carry-over, 
however, is limited to the difference between 
such year’s deposit and 15% of the then to- 
tal covered compensation. 

If in any year the company makes no cur- 
rent deposit because of a net loss, then the 
carry-over and deduction otf excess deposits 
of a previous year would increase the com- 
pany’s net loss for tax purposes. Such loss 
may be carried back two years to secure at- 
tainable tax refunds, or carried forward 
two years to reduce the company’s taxable 
income in such years. 

If the company pays less than 15% of 
compensation in any one year and carry- 
overs from previous years are insufficient 
to use up the 15%, it can carry over the un- 
used allowable deduction to following years, 
and, if justified by the earnings formula, 
deposit as much as 30% in one year and se- 
cure a full deduction in that year of de- 
posit. 





Survey of 106 Pension Plans 
Reveals Trends 


A survey of 106 retirement plans adopted in 
the 16 months ended May 1, 1945, covering a 
total of 232,319 employees, made by the Pen- 
sion division of Bankers Trust Company, New 
York, has been made available in pamphlet 
form. The survey embraces all plans estab- 
lished in that period, covering more than 150 
eligible employees, on which proxy statements 
were available, and is believed to include prac- 
tically all plans of importance adopted in this 
period. 

The survey presents in tabular form, for 
convenience in comparison, the type or kind of 
business, conditions of eligibility, number of 
employees originally eligible, contribution by 
employees, conditions under which an eligible 
employee is entitled to participate prior to 
normal retirement, the method of funding, and 
average annual compensation to employees up- 
on retirement. Sixty-five plans cover all em- 
ployees and 17 salaried employees only; while 
seven cover employees earnings in excess of 
$3,000 a year and 17 cover only salaries em- 
ployees in the over $3,000-a-year bracket. 


The lowest average pension payable under 
the plans after 30 years of future service, ex- 
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pressed as a percentage of average annual 
compensation before retirement, is 40% in the 
$1,200 bracket and about 30% for the $3,000- 
and-up brackets. These percentages include 
primary social security benefits. Age and num- 
ber of years of service for eligibility vary wide- 
ly, with age 30 the most frequently stipulated. 
Years of service for eligibility range from one 
to five, with the additional requirement in some 
cases of a stated number of years of service 
prior to normal retirement age. 

Of the plans, 60 are non-contributory and 
seven require employee contributions only on 
their compensation in excess of $3,000 a year. 
In contributory plans, the rate of employee 
contributions ranges from 1.5% to 3% of their 
compensation up to $3,000 per year, and from 
1.2% to 6% of their compensation in excess of 
$3,000 per year. 

Fourteen plans have no vesting provisions, 
and the balance have provisions related to age, 
years of service, years of membership in the 
plan, conditions under which service is termin- 
ated such as disability and lay-off, or a com- 
bination of these factors. 

Of the total of 106 plans, 55 covering 153,956 
employees are self-administered or trusteed 
plans, funded through a pension trust; 45 cov- 
ering 59,583 employees are insured plans under 
group annuity contracts or individual policies; 
four are a combination of trusteed and insured 
plans, and two are not funded. 

Copies of the 32-page booklet containing the 
details of the survey may be obtained from 
the Pension division of Bankers Trust Com- 
pany, 16 Wall Street, New York 15. 


———-—0 


New Life Insurance Up 


New life insurance for May was 5.1 per cent 
more than for May of last year and for the 
first five months of this year was 4.8 per cent 
greater than for the corresponding period of 
1944, according to the Life Insurance Associa- 
tion of America. 
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FIpELity-PHILADELPHIA 
Trust COMPANY 


Organized 1866 


Statement of Condition, June 30, 1945 


ASSETS 
Cash on Hand and due from Banks . 


Loans . 
Investments: 
U. S. Government Securities 
State, County and Municipal Securities . 
Ocher Investments . 
Investment in Fidelity Building Corporation 
Mortgages .. . 
Real Estate Owned 
Vaults, Furniture and Fixtures 
Accrued Interest Receivable 
Prepaid Taxes and Expenses 
Other Assets 


LIABILITIES 


Capital 
Surplus ae 
Undivided Profits . 
Reserve for Contingencies, etc. 
Reserve for Interest, Taxes, etc. 
Other Liabilities 
Deposits: 
United States Treasury . 
Other Deposits . 


85,503,479.42 


- 144,070,331.91 


$ 48,090,931.88 
42,581,954.45 


140,565,226.36 
4,153,860.02 
11,915,407.63 
3,085, 730.21 
2,371,769.87 
321,893.32 
964,157.37 
856,958.01 
239,125.33 
82,809.92 


$255,229,824.37 


$ 6,700,000.00 
13,000,000.00 
3,382,182.56 
1,608,105.88 
642,307.74 
323,416.86 


229,573,811.33 
$255,229,824.37 


United States Government obligations and other securities carried 
in the above statement are pledged to secure Government, State 
and Municipal deposits, Clearing House Exchanges, and for fidu- 
ciary purposes as required by law in the sum of $93,613,357.72. 


MARSHALL S. MORGAN 


President 


KENNETH G. LE FEVRE 


Vice-President and Treasurer 


135 South Broad Street, Philadelphia 9 


Member Federal Reserve System 


Member Federal Deposit Insurance Corporation 
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PERSONNEL CHANGES IN TRUST INSTITUTIONS 


CALIFORNIA 


Los Angeles—Lawrence N. Woodward has 
resigned from the BANK OF AMERICA N. T. 
& S. A. to become associated with the firm of 
Ron Stever & Co., which is engaged in the 
installation of retirement and profit sharing 
plans, insurance surveys and estate planning. 
Mr. Woodward came to the Bank of America’s 
trust department in 1936 and had been in 
charge of the department’s Public Relations 
and Sales Department at Los Angeles. Prior 
to coming to California he was head of the 
personal trust department of a New York bank. 
In 1941 Mr. Woodward was president of The 
Life Insurance and Trust Council of Los An- 
geles. He will be in charge of trustee rela- 
tions for Ron Stever & Co. 


Los Angeles — Miss Margaret Morris was 
elected assistant trust officer in addition to her 
present position of assistant secretary at UN- 
ION BANK & TRUST CO. She is head of the 
corporate trust department. 


CONNECTICUT 


New Britain—NEW BRITAIN NATIONAL 
BANK elected Ray W. Howard to a new posi- 
tion of assistant trust officer. Mr. Howard was 
formerly assistant trust officer of the First- 
Stamford National Bank and Trust Co., and 
is a graduate of the Graduate School of Bank- 
ing of the A.B.A. 


GEORGIA 
Atlanta — F. W. Williams and Clyde E. 
Quickel, FIRST NATIONAL BANK, were pro- 
moted to trust officers. 


INDIANA 


Indianapolis—Everett E. Lott was elected 
vice president at UNION TRUST CO. Heisa 
member of the trust investment committee. 


KENTUCKY 


Lexington & Louisville—Olin C. Peeler, vice 
president and trust officer of FIRST NA- 
TIONAL BANK & TRUST CO. of Lexington, 
resigned his position with that bank to become 
trust officer of the KENTUCKY TRUST CO. 
at Louisville. He is a graduate of Duke Uni- 
versity, and has sixteen years of banking ex- 
perience including service with the Guaranty 
Trust Co. of New York. Also at the KEN- 
TUCKY TRUST CO., Joseph R. Gathright was 
promoted to trust officer. 


MINNESOTA 


Minneapolis—Lyman E. Wakefield, president 
of the FIRST NATIONAL BANK since 1926, 
was named chairman of the Board of Directors 
and Henry E. Atwood was elected president. 
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Mr. Wakefield will 
continue to be an 
active officer, al- 
though officially 
he has reached 
the age of retire- 
ment. Under his 
guidance, capital 
funds of the First 
National increas- 
ed from $10,950,- 
000 to $18,025,000, 
and deposits from 
$91,000,000 to over 
$335,000,000. Mr. 
Wakefield has 
been a director of 
the Reserve City 
Bankers Assn., of 
which he was president in 1934-35. He served 
as a member of the Federal Advisory Council of 
the Federal Reserve Board from 1941 to 1944. 


Mr. Atwood 
had previously re- 
signed as_ vice 
president of the 
bank in 1936 to 
become vice pres- 
ident and a direc- 
tor of the B. F, 
Nelson Mfg. Co. 
of Minneapolis. 
Since April, 1943 
he has been a di- 
rector of the bank 
and served on its 
Trust Committee. 
He will continue 
as a director of 
the B. F. Nelson 
Mfg. Co. He is 





LYMAN E. WAKEFIELD 





HENRY E. ATWOOD 








TRUST OFFICER 
AVAILABLE 


A law trained trust man whose thirteen 
years experience in the active administra- 
tion of all types of personal trusts has been 
gained in his present position with a well 
known mid-western bank desires. to com- 
municate with a corporate fiduciary in need 
of a fully qualified trust officer. 


Address: Box S-5-5, TRUSTS AND ESTATES 
30 ES. 42: St: N.Y. 
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also a director of the Hennepin County War 
Chest, and Minneapolis Civic & Commerce 
Assn, 


NEW JERSEY 


Newark—Robert L. Knight, formerly trust 
representative at the HOWARD SAVINGS 
INSTITUTION, was appointed assistant pub- 
lic relations officer. 


NEW YORK 


New York—BANKERS TRUST CO. elected 
Arthur Gardner and Oscar Fritz assistant vice 
presidents; Hugh F. Curran assistant trust 
officer; C. C. Lloyd, formerly assistant trust 
officer, elected assistant secretary. 

New York—Peter Van Brunt has returned to 
CENTRAL HANOVER BANK & TRUST CO. 
as vice president in charge of the Western Di- 
vision. During the past three years he has 
been a Commander attached to-the executive 
office of the Secretary of the Navy as assistant 
chief of the negotiation division. Hubert B. 
Chappell, vice president, left for London on 
June 3rd to resume his former position as head 
of the bank’s London Branch which has func- 
tioned continually throughout the war. 

New York—Esmond B. Gardner, 2nd vice 
president in the pension trust department, 
CHASE NATIONAL BANK, was promoted to 
vice president. 


OHIO 


Cincinnati—Harry W. Bauer was elected 
president of the SECOND NATIONAL BANK 
to succeed the late John G. Gutting; Charles 


For the first time in history Cleveland has 
a bank with resources more than a billion dol- 
lars. The Cleveland Trust Co.’s June 30 state- 
ment shows a total of more than $1,050,000,000. 


— a 


Our comprehensive Estate Plan- 
ning Service is offered to Attorneys 
and their clients, without obliga- 
tion. Appointments made by tele- 
phone or written request. 


The Plainfield Trust Company 
Plainfield, New Jersey 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 
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M. Leslie, who has been chief counsel for the 
bank for 40 years, was elected to the newly- 
established office of chairman of the board. 

Cleveland 
—Hugh H. Allyn, 
who rose from 
bookkeeper 
to vice president 
and can look back 
on the beginnings 
of the CLEVE- 
LAND TRUST 
CO., now having 
one of the na- 
tion’s largest 
trust  depart- 
ments, has retired 
after 44 years of 
service. Since 
1926 he had been 
in charge of oper- 
ations. 

Robert A. Wieland, for 21 years with the 
bank, principally in the Estates department, 
was elected an assistant trust officer. He is a 
graduate of Cleveland Law School. 


HUGH H. ALLYN 


PENNSYLVANIA 


Pittsburgh—Charles L. McCune, a director 
of the UNION NATIONAL BANK since 1923, 
was elected chair- 
man of the board 
and will serve as 
full time chief ad- 
ministrative offi- 
cer of the bank. 
Mr. McCune is al- 
so a director of 
the Armstrong 
Cork Co., the 
Penusyi-« 
vania-Central Air- 
lines Corp., and 
several other 
leading _institu- 
tions. Laurence S. 
Bell, a_ director 
and vice president 
of the bank since 
1928, was elected executive vice president. He 
is a former president of the Pennsylvania 
Bankers Assn. 


CHARLES L. McCUNE 


Harrisburg—Harper W. Spong, formerly vice 
president, was elected president to succeed the 
late Donald McCormick, at DAUPHIN DE- 
POSIT TRUST CO. Mr. Spong has been with 
the company over 40 years, starting as a clerk. 
He is a former president of the Harrisburg 
Chamber of Commerce. 


Lebanon—William E. Zechner, treasurer and 
trust officer, LEBANON COUNTY TRUST 
CO., was also elected secretary, to succeed the 
late Edward W. Miller. 
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Philadelphia—THE PENNSYLVANIA COM- 
PANY FOR INSURANCES ON LIVES AND 
GRANTING ANNUITIES announced the fol- 
lowing changes and promotions in its trust 
department: A. W. Whittlesey, Frank E. Hol- 
land and Robert Wilson elected vice presidents; 
Herbert J. Cousley named senior trust officer; 
John W. Gordon, Walter H. Schaefer, Anthony 
J. McFadden and Harry D. Livingston named 
trust officers. 


TENNESSEE 


Knoxville—F. Curtis Allen was promoted 
from vice president and assistant trust officer 
to vice president and trust officer of HAMIL- 
TON NATIONAL BANK; W. Edward Newell 
from assistant vice president and assistant 
trust officer to vice president and assistant 
trust officer. Mr. Allen has been with the 
Hamilton National since 1931, formerly having 
been with Holstone National Bank. Mr. Newell 
is éxperienced in abstract and title work, hav- 
ing been with the Real Estate Title Insurance 
Co., and was with the trust department of the 
Fidelity-Bankers Trust Co. from 1931 to 1941, 
when he joined the Hamilton National. 


TEXAS 


Houston—Major Leslie Coleman, just re- 
turned from three years with the air forces 
command, has taken up his duties as vice pres- 
ident of the SECOND NATIONAL BANK. 
Prior to entering the service, he was vice pres- 
ident of San Jacinto National Bank, which con- 
solidated with the Second National last year. 
Mr. Coleman is well known in Texas trust 
circles. 


WASHINGTON 


Pullman—THE FIRST NATIONAL BANK 
advanced Miss Nellie Campbell from secretary 
to assistant trust officer, and Frank Johnson 
to assistant cashier. Miss Campbell was re- 
cently elected president of the Business and 
Professional Wo- 
men’s Club. 


CANADA 

Windsor — J. 
Wilson Berry, 
who has been vice 
president and 
general manager 
of the GUARAN- 
TY TRUST CO. 
OF CANADA 
since 1936, was 
named _ president 
to succeed E., 
Blake Winter, 
elected chairman 
of the board of 
directors. 





J. WILSON BERRY 
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Unique War Bond Booth of Bankers Trust Co., 

New York, shows prow of Coast Guard LST 

with tank coming down ramp; tank served as 
Bond Booth on Wall and Nassau. 


TRUST INSTITUTION BRIEFS 


Los Angeles, Cal.—Three officers of the 
UNION BANK & TRUST CO. were honored 
for their 25 years of service in the bank, and 
were presented watches by Ben R. Meyer, pres- 
ident. They are: J. C. Lipman, vice president; 
Don R. Cameron, senior trust officer; Miss Mar- 
garet Morris, assistant trust officer. 

San Francisco, Cal—W. W. Crocker, pres- 
ident of the CROCKER FIRST NATIONAL 
BANK, and chairman of the Northern Califor- 
nia War Finance Committee, was recently pre- 
sented by the employees with a gold watch to 
commemorate 25 years of service with the 
bank. The usual procedure was reversed, in- 
asmuch as it has long been the custom of the 
bank to reward its employees with a gold 
watch and six months vacation with pay upon 
completion of this service. 

Stockton, Cal—AMERICAN TRUST CO. of 
San Francisco will open a new office to serve 
the Pacific Avenue business district, starting 
about October 1. The Pacific Avenue Branch, 
the third office of the company to be opened in 
Stockton, will be a complete banking unit, with 
savings, trust, safe deposit and commercial 
banking facilities. 

Miami, Fla. — AMERICAN NATIONAL 
BANK OF MIAMI has been granted trust pow- 
ers under the Federal Reserve Act. 





New Council Organized 


A new Life Insurance and Trust Council was 
organized in Charlotte, N. C., on June 29. The 
officers are as follows: 

President: Courtney Mauzy, Trust Officer, 

Wachovia Bank & Trust Co. 
Vice President: Charles Hassell, Manager, 
Union Central Life Ins. Co. 

Secretary: Alfred Roberts, Manager, Reli- 

ance Life Insurance Co. 

Treasurer: George Crouch, Trust Officer, 

Union National Bank 

Director elected for two years: B. W. Barn- 

ard, Trust Officer, American Trust Co. 

Director elected for one year: Oliver Roddey, 

Manager, Penn Mutual Life Insurance Co. 

At a preliminary meeting, attended by 22 
underwriters and trust officers, the skit, “You 
Planned My Estate—What Now?” was pre- 
sented. 
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Boston, Mass.—A. Stanley North, vice pres- 
ident of OLD COLONY TRUST CO., was 
elected state vice president of the Trust Di- 
vision of the American Bankers Association. 

Vicksburg, Miss.—B. H. Colmery, vice pres- 
ident and trust officer of the FIRST NATION- 
AL BANK & TRUST CO., was named state 
vice president of the Trust Division of the 
American Bankers Association. 
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IN MEMORIAM 


PAUL S. DICK, chairman of the board of 
the United States National Bank of Port- 
land, Oregon. 

DONALD McCORMICK, president of the 
Dauphin Deposit Trust Co., Harrisburg, Pa. 

RUSSEL L. TRACY, chairman of the board 
of the Tracy-Collins Trust Co., Salt Lake City, 
and founder of the original Tracy Loan & 
Trust Co. 62 years ago in Cheyenne, Wyoming. 

WILLIAM C. CUMMINS, president of the 
Drovers National Bank of Chicago and the 
Drovers Trust & Savings Bank. 

SHIRLEY S. FORD, president and director 
of the Northwestern National Bank of Minne- 
apolis. 

CHARLES W. HUMMEL, a director and re- 
tired vice president and trust officer of the 
Federal Trust Co., Newark. 

WILLIAM T. PLACE, trust officer and as- 
sistant cashier of the National Mahaiwe Bank, 
Great Barrington, Mass. 

CARL VERNON VOGT, retired chairman of 
the board and former president of the Morris- 
town Trust Co. 

GEORGE W. WILSON, former chairman of 
the board of the Mercantile-Commerce Bank 
and Trust Co. and one of the founders of the 
Mercantile Trust Co. of St. Louis. 





Art so that it may be viewed and enjoyed by all. 
Company’s remodeled and enlarged quarters to be completed in the near future. 


The Provident Trust 
Company of Philadel- 
phia recently pur- 
chased: “The Sower” by 
Jean Francois Millet. 
This _ internationally 
famous work of art was 
the original from which 
the Company’s trade- 
mark was evolved — a 
sower in the field scat- 
tering seeds upon the 
soil. This interpreta- 
tion of thrift and pro- 
vision for the future 
was incorporated in a 
trade-mark for the 
Company as an ap- 
propriate symbol and 
has been used for twen- 
ty years. Recognizing 
the importance of this 
painting to the public, 
the Provident Trust 
Company has arranged 
to lend the work to the 
Philadelphia Museum of 

Eventually, “The Sower” will hang in the 
Shown view- 


ing the painting are W. Logan MacCoy, president of the Trust Company, and J. Stodgell 
Stokes, director of the Museum. 
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Where There’s A Will... 


HE NOTED LAWYER and historian, 

George Dudley Seymour, left a 33-page 
will, in itself an historical document, which 
he directed his executor to have printed and 
make available to interested persons. A 
considerable portion of the will is devoted to 
disposing of Mr. Seymour’s large collection 
of books, paintings, furnishings and other 
personal effects. To The Connecticut His- 
torical Society he gave $50,000 on condition 
that the items bequeathed to them be in- 
stalled in the Society’s proposed new build- 
ing. The income of another $25,000 is to be 
used for maintaining the building, while 
the income from a like amount is to be ex- 
pended in installing and maintaining the 
items bequeathed to the Society. 

Mr. Seymour bequeathed $100,000 to The 
New Haven Foundation, with the direction 
that the income, so long as deemed advisable 
by the distribution committee, be allocated 
among three named charities. To The Anti- 
quarian and Landmarks Society he made 
two bequests of $25,000 for the care, respec- 
tively, of the Hale and Strong Homesteads. 
The remainder of the estate is left in trust, 
the income to be used for the development 
of recreational centers and the preservation 
of the history of Connecticut. The Second 
National Bank of New Haven is named ex- 
ecutor and trustee in the will. 


* * * 


AUREN CARROLL, economist and for- 
mer chairman of the New York State 
Committee for World Federation, gave his 
trustees the broadest possible investment 
powers, including authority to invest in 
commodities and currencies, but required 
them to employ investment counsel. The 
trust, consisting of the remainder of his es- 
tate after legacies of $2,500 each to his wife 
and two daughters, is to continue for the 
life of the wife and then be split into trusts 
for the children. Mr. Carroll directed that 
if the income actually received by a bene- 
ficiary is less than 4% of the appraised value 
of the trust fund at the end of any calendar 
year, the trustee shall pay the difference out 
of the principal. An elaborate system of 
selecting trustees is set forth, with The 
Fifth Avenue Bank of New York as the ul- 
timate trustee if none other is selected. 


* * * 


UDGE JOHN M. WOOLSEY, of the 
United States District Court in New 


York, left a bequest of $5,000 to his secre- 
tary, giving her the option to direct his ex- 
ecutors to purchase a life annuity of $300 
per year. To his wife, Judge Woolsey gave 
a life interest in certain real estate and the 
income from the remainder of his estate set 
up in trust. The real estate and the trust 
fund go to their son on Mrs. Woolsey’s 
death. The will provides that, on the writ- 
ten request of Mrs. Woolsey, the trustees 
shall pay her such parts of the principal as 
they deem advisable. In an unusual pro- 
vision, Judge Woolsey declared that if any 
of his estate remains undisposed of, it shall 
be held in trust for the benefit of his and 
his wife’s nieces and nephews, with the 
principal eventually going in equal shares 
to Yale and Columbia Universities. Mrs. 
Woolsey and the son are named executors 
and trustees, with The Fifth Avenue Bank 
as contingent and successor executor and 
trustee. 





- $4,000,000.00 
- 13,408,195.76 


Capital - 
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Wilmington, Delaware 


Member Federal Deposit Insurance Corporation 











































24 


Small Class Get Diplomas From 
Graduate School of Banking 


One hundred twelve bank officers from 23 
states, one of the smallest graduating classes 
in the history of the school, were graduated 
last month at the 9th annual commencement 
of The Graduate School of Banking, conducted 
by Rutgers University and the American Bank- 
ers Association. Richard W. Hill, registrar 
of the graduate school from its inception in 
1935 until 1944, delivered the commencement 
address. Raymond N. Ball, president, The Lin- 
coln-Alliance Bank and Trust Company, 
Rochester, New York, who is chairman of the 
Board of Regents of the school, presented 
the diplomas to the graduates. 

Of the graduates, 22 majored in Trusts, while 
another 11 minored in that course. Of the 269 
members of the incoming Class of 1947, 41 are 
majoring in Trusts. The Class of 1946 has 
22 Trust majors. 

A novel informal group for consultation dur- 
ing the year was formed by the undergradu- 
ates in the trust course. Two representatives 
of the freshmen class and two representatives 
of the junior class were named, as follows: 

Class of 1946 Trusts—Archie M. Adamson, 
Citizens & Southern National Bank, Atlanta, 
and Charles E. Orcutt, of the legal department 
of the American Bankers Association, who will 
serve as chairman of the group. 

Class of 1947 Trusts—I. Roger Stevens, Fi- 
delity Union Trust Co., Newark, and Noel T. 
Robinson, Central National Bank & Trust Co., 
Des Moines. 

Berford Brittain, Jr., of the Continental IIli- 
nois National Bank and Trust Company, Chica- 
go, was chosen the permanent class president, 
and Carl W. Trempf of the First National Bank 
of Boston, permanent class secretary. Herman 
G. Diekelmann of the Horicon (Wis.) State 
Bank, was given the Richard W. Hill award 
as the oldest member of the graduating class. 
The award was instituted this year in honor of 
Mr. Hill. 
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Scott Heads A.I.B. 


In place of its annual convention, the Amer- 
ican Institute of Banking held a meeting of its 
executive council at Cleveland, June 3-5. David 
T. Scott, assistant cashier of the First Nation- 
al Bank, Boston, 
was elected na- 
tional president. 
George J. Green- 
wood, assistant 
manager of the 
Bank of Califor- 
nia National As- 
sociation in Port- 
land, Oregon, and 
member of the 
executive council 
the past 3 years, 
was elected vice 
president to suc- 
ceed him. 


The public 
speaking contest, 
which is required 
to be held each year under the terms of the 
endowment indenture, was won by Stephen O. 
Porter of The Riggs National Bank in Wash- 
ington, D. C. The topic was “American Bank- 
ing and the Returning Veteran.” 


Important actions taken by the Council in- 
cluded: Decision to place the A.I.B. study 
groups on the same basis as chapters in their 
relationship to the national organization, and 
discontinuance of the three dollar supervisory 
fee; revision of the graduate certificate pro- 
gram, which in future will offer three grad- 
uate certificates, each requiring 168 hours. 
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California Trustmen Elect 


Albert G. Reader, secretary and trust offi- 
cer of Union Title Insurance and Trust Co., San 
Diego, was elected chairman of the trust di- 
vision of the California Bankers Association 
at a meeting of the division held in San Fran- 
cisco on June 14. Don R. Cameron, senior 
trust officer of the Union Bank & Trust Co., 
Los Angeles, was named treasurer. Frank H. 
Schmidt, vice president and trust officer of 
California Trust Co., Los Angeles, and C. 
Nelson Hackett, vice president and trust offi- 
eer of Bank of California, N. A., San Fran- 
cisco, were named to the executive committee. 
(a 

The Bergen County (N. J.) Corporate Fi- 
duciaries Association elected as president, Ken- 
neth H. Dickson, assistant cashier of the First 
National Bank of Westwood; Anthony Pepe, 
president of the Bank of Bogota, was elected 
first vice president; Joseph Kozlik, assistant 
secretary and assistant treasurer of Hacken- 
sack Trust Co., second vice president; George 








DAVID T. SCOTT 


J. Taylor, cashier of Closter National Bank & 
Trust Co., secretary. 
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Robert Munroe, 
III, vice president 
in charge of trusts 
at Colonial Trust 
Company, Pitts- 
burgh, was elect- 
ed chairman of 
the Trust Com- 
pany Section of 
the Pennsylvania 
Bankers Associa- 
tion at a meeting 
of the committee- 
men of the Sec- 
tion held in lieu 
of the annual con- 
vention. Mr. Mun- 
roe succeeds Rob- 
ert A. Wilson, 


ROBERT MUNROE, III 
trust officer of The Pennsylvania Company. 


i ( 
Philadelphia Fiduciaries Elect 


A. Robert Bast, vice president of the Land 
Title Bank & Trust Co., was elected president 
of the Corporate Fiduciaries Association of 
Philadelphia; William M. David, vice president 
of The Pennsylvania Company for Insurances, 
etc., was elected vice president; Robert U. 
Frey of the same company re-elected secretary 
and treasurer. Louis W. Van Meter of Provi- 
dent Trust Co., Paul C. Wagner of Fidelity- 
Philadelphia Trust Co., Elmer F. Van Loan of 
Industrial Trust Co., and Robert E. Towey of 
Tradesmens National Bank, were named to 
the executive committee. 


0 
St. Louis Fiduciaries Elect 


The following new officers were elected at 
the annual meeting of the Corporate Fiduciar- 
ies Association of St. Louis on June 19th: 
President: Wm. A. Gauvin, Tower Grove 
Bank & Trust Co. 

Vice Pres.: K. E. Penzler, Mississippi Valley 
Trust Co. 

2nd V. P.: Wm. 
Trust Co. 

Treasurer: Clifford H. Albers, 
National Bank 

Secretary: C. R. Jolley, Jr., 
merce Bank & Trust Co. 

re) 


Erz Heads Trust Association 


B. Ewald, St. Louis Union 
Boatmen’s 


Mercantile-Com- 





At its recent annual meeting the Trust Com- 
panies Association of Oregon elected Milton H. 
Erz of Title & Trust Co., Portland, its new 
president; Charles J. Ireland, Portland Trust 
& Savings Bank, vice president; Richard A. 
Welch, First National Bank of Portland, secre- 
tary-treasurer. Lieut. Col. Robert M. Alton, 
recently returned from service, spoke on the 
fine showing made by bankers and trust men 
in the armed service. 
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Resignation, on 
July 5th, of Henry 
Morgenthau £Jr., 
as Secretary of 
the Treasury (ef- 
fective after Pres- 
ident Truman’s 
return from the 
Big Three meet- 
ing) is the sixth 
Cabinet change 
since Mr. Tru- 
man entered the 
White House on 
April 12, Mr. 
Morgenthau has 
held his portfolio 
more than eleven 
years, longer than 
any Secretary of the Treasury, except Albert 
Gallatin. 





HENRY MORGENTHAU JR. 


ee 
Anderson Heads Virginia Bankers 


The executive council of the Virginia Bank- 
ers Association recently advanced P. W. An- 
derson, executive vice president and trust offi- 
cer of the Marshall National Bank & Trust 
Co., Marshall, from first vice’ president to pres- 
ident to succeed Charles T. O’Neill, vice pres- 
ident and trust officer of National Bank & 
Trust Co., Charlottesville. 





Careful management 
conservative 
policies 
and strict 
adherence to 
sound banking 
principles 
since 1886 


FIDELITY TRUST COMPANY 


341-343 FOURTH AVE. PITTSBURG 


MEMBER FEDERAL INSURANCE DEPOSIT CORP. 
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Pension Plans Need Amendments 


“A high percentage of existing employee 
pension and profit sharing plans will need to 
be amended in the post-war era” in the opinion 
of Meyer M. Goldstein, C.L.U., Director of the 
Pension Planning Company of New York City, 
speaking at the St. Louis Life Insurance & 
Trust Council on June 20. 

“Prior to Pearl Harbor,” continued Mr. Gold- 
stein, “there were something less than 2,000 
plans in this country dating back to 1875 when 
the first plan was established. Since January 
1, 1942, approximately 5,500 new plans had 
been created as well as amendments to many 
of the previously existing plans due to the over- 
hauling of the pension sections of the Internal 
Revenue Code and the administration thereof. 
A high percentage of these will need amend- 
ments because they will be found to be faulty 
in the post-war period of normal profits, nor- 
mal taxes and freedom from wage stabilization. 

“For example, some will need to be amended 
because they chose the wrong type of plan; for 
instance, they chose profit sharing plans when 
they needed pension plans. Occasionally, but 
rather rarely, the reverse was true. In numer- 
ous pension cases there are faults in all three 
areas of employee coverage, employer contri- 
butions and employee benefits.” 





Pension and 
Profit Sharing Plan 
Consultants 


Trust officers and attorneys through- 
out the country, knowing our wide 
experience, have profited by consult- 
ing with us on behalf of interested 
corporate clients, in the selection of 
Employee Pension and Profit Sharing 


Plans that meet essential requirements. 


Wickenden and Associates 
(A Partnership) 


Employee Benefit Programs 
Pension, Bonus and 
Profit Sharing Plans 


295 Madison Ave., New York 


Washington - Toronto - London 
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Many students of the subject feel that these 
faulty plans will be terminated. Mr. Gold- 
stein believes that most of them will be amend- 
ed, rather than terminated, primarily because 
of the threat of retroactive tax liability and 
also because of the adverse influence on em- 
ployee morale and labor relations. 
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New Common Trust Funds 
Established 


Three more common trust funds were estab- 
lished within the past few weeks at The Equit- 
able Trust Company, Baltimore, The Trenton 
(N. J.) Banking Company, and Security Trust 
Company of Rochester, N. Y. Each represents 
a “first,” the Equitable and Trenton funds be- 
ing the first in their respective states and the 
Security’s being the first in the state outside 
New York City. All have discretionary invest- 
ment powers. 

With the addition of these institutions to the 
ranks there are now 34 banks and trust com- 
panies in the United States which have adopted 
common trust funds. Inasmuch as some have 
two, the total number of funds is 40. Of 
these, all but seven are of the discretionary 
type. Two of the seven legal funds qualify 
under Section 17(b) of Federal Reserve Regu- 
lation F which limits participation by an in- 
dividual account to $1,200. It is also interest- 
ing to note that of these seven funds only two 
are in banks which do not also have a discre- 
tionary fund, and one of these is the $1,200 
type while the other is in a state where the 
piadent man rule was enacted by statute after 
the establishment of the fund. 


The Trenton Banking Company’s common 
trust fund began operations as of July 2, 
with 68 participants ranging in size from 
$100 to $11,200. The total investment was 
$123,800 representing 1,238 units valued at 
$100 each. 


— 0 


Boston Council Elects 


Hobart W. Spring, assistant trust officer of 
the Merchants National Bank, was elected pres- 
ident of the Boston Life Insurance and Trust 
Council at its annual meeting June 27th. Others 
elected were: vice president, James E. Holly- 
day of the Penn Mutual Life Insurance Co.; 
treasurer, James C. Donahue, trust officer of 
Webster and Atlas National Bank; secretary, 
William C. Coogan, Stoneham. 


Earl S. MacNeill, trust officer of The Con- 
tinental Bank & Trust Co. of New York, and 
chairman of the American Bar Association’s 
Committee on Pension’ and Profit Sharing 
Trusts, spoke on The Use of Life Insurance in 
Profit Sharing Trusts. 
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DIRECTORS 


EDWIN M. ALLEN 
Chairman, Mathieson 
Alkali Works, Inc. 


EDWIN J. BEINECKE 
Chairman, The Sperry & 
Hutchinson Co. 


EDGAR S. BLOOM 
President, Atlantic, Gulf and 
West Indies Steamship Lines 


LOU R. CRANDALL 
President, George A. 
Fuller Company 


CHARLES A. DANA 
President, Spicer 
Manufacturing Corp. 


HORACE C. FLANIGAN 
Vice-President 


JOHN M. FRANKLIN 
New York City 


CHARLES FROEB 
Chairman, Lincoln 


Savings Bank 


PAOLINO GERLI 
President, 
La France Industries, Inc. 


HARVEY D. GIBSON 
President 


JOHN L. JOHNSTON 
President, 
Lambert Company 


OSWALD L. JOHNSTON 
Simpson Thacher & 
Bartlett 


CHARLES L. JONES 
The Charles L. Jones Company 


SAMUEL McROBERTS 
New York City 


JOHN T. MADDEN 
President, Emigrant 
Industrial Savings Bank 

JOHN P. MAGUIRE 
President, John P. 
Maguire & Co., Inc. 

Cc. R. PALMER 


President, Cluett 
Peabody & Co., Inc. 


GEORGE J. PATTERSON 
President, Scranton & 
Lehigh Coal Co. 


HAROLD C. RICHARD 
New York City 


HAROLD V. SMITH 
President, Home 
Insurance Co. 


ERNEST STAUFFEN 
Chairman, Trust Committee 


GUY W. VAUGHAN 
President, Curtiss-Wright 
Corporation 


HENRY C. VON ELM 
Vice-Chairman of the Board 


ALBERT N. WILLIAMS 
President, Western Union 
Telegraph Company 


MANUFACTURERS 
TRUST COMPANY 


Condensed Statement of Condition as at close of business 


June 30, 1945 


RESOURCES 


Cash and Due from Banks ... . $381,982,154.20 
U.S. Government Securities . . . 1,319,364,691.70 
U. S. Government Insured F. H. A. 

Mortgages . . i eon 4,644,383.41 
State and Munici al Bonds . NAG 18,326,487.42 
Stock of Federal Reserve Bank . . 2,211,350.00 
Other Securities . . a8 Gone 17,931,491.93 
Loans, Bills Purchased and — 484,681,046.19 

Bankers’ Acceptances ee 
DG cs kw ye oe 11,980,410.12 
Banking Houses. . . ee ee 11,592,030.67 
Other Real Estate Equities ae 421,428.73 
Customers’ Liability for Acceptances 3,545,106.95 
Accrued Interest and Other Resources 4,869,546.12 


$2,261,550,127.44 


LIABILITIES 


Preferred Stock . . $ 7,709,700.00 
Common Stock . . 33,000,000.00 
Surplus . . . .  33,000,000.00 
Undivided Profits . 22,403.272:08 $95,812,972.03 


Reserves for Contingencies a ee 8,468,300.66 
Reserves for Taxes, 

Unearned Discount, Interest, etc. . 6,317,458.55 
Dividend on Common Stock : 

(Payable July 2, 1945)... 824,998.50 
Dividend on Preferred Stock 

(Payable July 15,1945) .... 192,742.50 
Outstanding Acceptances. . . . . 4,073 ,017.12 
Liability as Endorser on Acceptances 

and Foreign Bills ....... 439 849.33 
Depeeme. 2 6 1. 8 es 8 te se eee 


$2 ,261 550,127.44 


United States Government securities carried at $426,725,501.13 are pledged to 
secure U.S. Government War Loan Deposits of $398 , 135; 001.47 and other public 
funds and trust deposits, and for other purposes as required or permitted by law. 


Principal Office: 55 Broad Street, New York City 
68 BANKING OFFICES IN GREATER NEW YORK 
European Representative Office: 1, Cornhill, London, E. C. 3 


Member Federal Reserve System 
Member New York Clearing House Association 
Member Federal Deposit Insurance Corporation 


Preferred shares, all of which are held by institutions and other investors, 
have a par value of $20 and are convertible into and have a preference 
over the Common to the extent of $50 per share and accrued dividends. 
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Cleveland 
Crust Company 


THE BANK FOR ALL THE PEOPLE 


CUNDENSED STATEMENT GF CONDITION, JUNE 30, 1945 


ASSETS 


Cash on Hand andin Banks ...... -. - $ 160,269,980.60 
United States Government Securities. . 622,828,6399.32 
Stock in Federal Reserve Bank ..... 1,020,000.00 
State, Municipal and Other Securities . . 16,115,401.33 
Loans and Discounts . .....++ +e. 236,018,800.20 
Bank Premises — Main Office and Branches 4,101,886.33 
Other Real Estate .... ° 1.00 
Other Assets. ec cc eeceesecevceee 2,549,396.49 

Total... ccecece $1,042,904,165.27 


LIABILITIES 

CagiteiGteck# «cc cccccececeevcecee - $ 13,800,000.00 
Surplus and Undivided Profits . . . ....-. 13,547,597.71 
Reserve for Retirement of Capital Notes .. 4,500,000.00 
Reserve for Contingencies .... ee 2,181,480.88 
Capital Notes ....e«es- >a 11,000,000.00 
DEPOSITS 

Demand .....2.2+.++ + $434,438,692.71 

ee ee ee ee ee 383,451,872.40 

United States Government . 145,449,613.84 

Estates Trust Department . 16,396,731.96 

Corporate Trust Department 8,050,604.99 987,787,515.90 


Accrued Taxes, Interest,etc. . oe a ee 5,487,872.82 
Other Liabilities ....... OS ee 4,599,697.96 


Total .. eo 0 © © © «© «© $1,042,904,165.27 
Contingent Liability on Loan Commitments—$42,295 ,742.05 


United States Government Securities carried at $183,643,834.30 are pledged to secure U. S. Govern- 
ment Deposits and otner public funds and for other purposes as required or permitted by law. 


Assets are shown Net after deducting Reserves. 


We welcome individuals and corporations 
seeking new or additional banking services. 


46 CONVENIENT OFFICES 


Out-of-town: 
Bedford + Lorain « Painesville + Willoughby 


Member: Federal Deposit Insurance Corporation Federal Reserve System 








PLANNING YOUR ESTATE 


Minimizing Taxes and Maximizing Benefits to Heirs 


GEORGE J. LAIKIN 


Mr. Laikin is a member of the Wisconsin and Illinois Bars engaged 


in the practice of tax law in Milwaukee and Chicago. 


Until recently he 


was a Special Assistant to the Attorney General of the United States 
handling tax problems and litigation for the Tax Division of the Depart- 
ment of Justice in Washington, D. C.—Editor’s Note. 


GREAT American business leader once 

declared that every man should consider 
death as carefully as he would consider a 
business proposition. That is why estate 
planning is of such vital importance. 

Estate planning has for its objective the 
conservation of the maximum amount of an 
individual’s estate for appropriate distribu- 
tion to heirs and beneficiaries. It requires 
an analysis of the various factors which 
will cause the value of the estate to shrink 
upon death. It involves the adoption of plans 
to minimize such shrinkage, to lessen the 
impact of taxation and to provide sufficient 
cash and liquid assets with which to meet 
the various death charges. 

The adoption of estate plans may be ex- 
pensive. But when the cost of doing nothing 
is compared with the cost of doing some- 
thing, an impelling argument for action on 
the part of the estate owner is presented. 

Just as every well managed business must 


The accompanying article is designed 
primarily for distribution to the public. 
Reprints are available from “Trusts and Es- 
tates.” 


have sufficient liquid assets to survive a 
business crisis, every well planned estate 
must have cash and liquid assets to meet the 
crisis caused by death and to facilitate the 
transfer of the maximum amount of the es- 
tate to heirs and beneficiaries. Cash is re- 
quired to pay the cost of probating the es- 
tate, to meet the debts and obligations of 
the departed estate owner and to discharge 
state and federal income, estate and inheri- 
tance-tax obligations. The amount required 
to meet these various death charges is a 
rough measure of the extent to which an 
estate will shrink in value at death. 


The following figures illustrate average 
shrinkages for estates of varying sizes: An 
estate of $50,000 shrinks 25%; $100,000— 
22% ; $250,000—35% ; $500,000—41%; $1,- 
000,000—45%. These figures do not take 
into consideration another cause of shrink- 
age which does not lend itself to intelligent 
estimating, namely, loss resulting from the 
forced sale of assets in order to raise cash 
to meet death charges. 

Before exploring the possibilities of tax 
minimization, it should be borne in mind 
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that the courts look to the substance of a 
transaction and not to the technical form 
which it assumes. Taxation is realistic; it 
is concerned with reaching the individual 
who has the actual economic benefit and con- 
trol over income and property rather than 
the one who has the right to receive the in- 
come or who has title to the property. The 
United States Supreme Court has said that 
fruit will not be attributed to a different 
tree from that upon which it grew. From 
these and other axioms it is possible to con- 
clude that the line between tax avoidance, 
which has been considered legal, and tax 
evasion, which has been considered illegal, 
is becoming shadowy and indistinct. Also, 
although every step in a transaction is legal, 
if the transaction has no other purpose than 
to save taxes, it may fail in its purpose. Tax 
minimization plans must, therefore, be pre- 
dicated upon realism and conservatism. 


Dividing Your Estate 


NE of the basic concepts involved in es- 
tate planning is the division of large es- 
tates into smaller units by means of gifts 
during the life-time of the estate owner, 


which results in the elimination of some es- 
tate and income taxes. Since estate, gift 
and income taxes are graduated, with higher 
rates being applied to upper brackets, by in- 
creasing the number of individuals paying 
the tax with respect to a given situation a 
lower level of brackets will be obtained and 
a lesser over-all tax will result. 


The gift tax rates are twenty-five per cent 
lower than the estate tax rates. In actual 
application, the differential between them is 
much greater because the estate tax applies 
to the whole estate and the money used to 
pay the estate tax is part of the estate and is 
itself subject to the tax. The gift tax, on 
the other hand, applies only to the net gift 
and the amount used to pay the gift tax is 
not part of the gift. The amount paid as 
the gift tax is taken out of the estate caus- 
ing a further reduction in the size of the 
estate. Moreover, when a gift is made, the 
amount thereof is removed from the top 
bracket of the estate to which the highest 
estate tax rates apply and is subject to tax 
in lower gift tax brackets. 


To illustrate: Assume an estate of $1,- 
000,000 from which the top $250,000 is given 
away. If there have been no previous gifts, 
the gift tax on $250,000 will be $41,850. If 
the gift were not made, the estate tax ap- 
plicable to the same $250,000 as the top 
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bracket of the estate would be $92 300. And, 
since $41,850 is also removed from the es- 
tate for the purpose of paying the gift tax, 
the differential between the estate and gift 
taxes attributable to the top bracket is in- 
creased. 

The differential between the estate and 
gift taxes is further increased by the two- 
fold gift tax exemptions provided by law. 
One is an annual exclusion of $3,000 with 
respect to each person to whom gifts are 
made. Thus, if Mr. Jones gives each of his 
three children annual gifts of $5,000, the 
first $3,000 of each annual gift to each child 
will not be subject to the gift tax. The 
other exemption is a specific one of $30,000. 
Not until the total of all gifts exceeds the 
annual exclusions of $3,000 and also the 
further exemption of $30,000 does the gift 
tax apply. Thus, in Mr. Jones’ case, he 
could apply this exemption to the $6,000 re- 
maining over and above the excluded amount 
of the gifts to his children and still have 
$24,000 of exemption to be used in future 
years in addition to the $3,000 exclusion. 

Payment of premiums for life insurance 
may constitute a tax-free gift. However, 
unless the recipient of the gift obtains the 
immediate right of control over and the 
benefits of the insurance purchased, the gift 
is not entitled to the $3,000 exclusion be- 
cause it involves a benefit which will mature 
only at some future date. (This require- 
ment of immediate benefit does not affect 
the $30,000 exemption.) The situation is 
full of technicalities and the advice of a com- 
petent tax attorney is desirable before ar- 
ranging for gifts through the medium of in- 
surance. 


Reducing Income Taxes 


HE division of an estate through gifts 
can also result in the saving of income 
taxes where the assets given away are in- 
come producing. The division of the estate 
will have the effect of dividing the income 
that would ordinarily be received by the es- 
tate owner among two or more taxpayers for 
whom the income may be in lower brackets 
than it would have been in the hands of the 
estate owner. This may also be true of gifts 
made in trust, depending upon the kind and 
the purpose of the trust. Of course, if after 
the gifts the income derived from the assets 
given away continues subject to the control 
and use of the estate owner, it may still be 
taxed to him although technically it is re- 
ceived by others. 
In recent years it has been fashionable 
for a husband to make a business partner 
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out of his wife. Transactions with members 
of one’s family are always looked upon with 
suspicion. It has been very aptly said that 
“bed-chamber arrangements” between a 
husband and wife will always be ened care- 
fully scrutinized. 

Some additional factors to be ne 
in planning the division of an estate should 
be mentioned. If the estate owner is com- 
paratively young, there are dangers involved 
in giving away substantial portions of the 
estate. It must be certain that future busi- 
ness needs will not be adversely affected by 
the reduction of his assets and capital. It 
must be certain that the amount of estate 
taxes saved warrants the present relinquish- 
ment of ownership and control over the 
property, the loss of the income from it and 
the loss of the use of ad money paid as gift 
taxes. 

Gifts may be made directly to individuals 
or in trust. So far as the method of creat- 
ing them is concerned, trusts may be classed 
as living (created during the life-time of 
the estate owner) and testamentary (cre- 
ated through a will and effective only at 
death.) Living trusts may be further clas- 
sified as revocable, that is subject to revo- 
cation, modification and change; or, as ir- 
revocable, that is not subject to revocation, 
modification or change. Since a gift is not 
effectuated if the subject of the gift can be 
taken back, transfers should be made only 
to irrevocable trusts if the greatest tax re- 
duction is to be accomplished. 


Motives Associated With Life 


N important problem to be faced is the 
possibility that the gift may be held to 
be in contemplation of death and thus sub- 
ject to the estate tax which, as shown above, 
is more “expensive.” Whether it will be so 
held depends entirely upon the motive ac- 
tuating the gift. If the motive is associated 
with death, that is, if the dominating 
thought behind the gift is to dispose of the 
property now rather than later by will, the 
transfer will be subject to the estate tax. It 
should be noted that the desire to avoid es- 
tate taxes has been held to be a motive asso- 
ciated with death. But if the motive is as- 
sociated with life, the gift will not be taxed 
at death. 

Among the motives that courts have held 
to be associated with life are these: to teach 
children how to handle money; to enable 
children to maintain their social position; 
to induce a son to enter into business with 
parents; to provide a wife with an indepen- 
dent income; to save income taxes; to relin- 
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A Field for Profitable Business 





Alert bankers are building a profit- 
able business in veterans’ loans under 
the G. I. Bill of Rights. If you are 
hesitant about entering this field be- 
cause of the apparent complexity of 
the law and the flow of rules, 
regulations and decisions, you can be 
assured of expert, simplified guidance 
on the subject in 


Prentice-Hall 
Federal Bank Service 


In this loose-leaf, two-volume service, 
you can instantly locate the answer 
to any question on all types of veter- 
ans’ loans. The “Bank Service” is 
kept current by regular Report Bulle- 
tins and replacement pages. An 
extra feature is the mailing of Special 
Reports promptly upon the occur- 
rence of an important G. I. develop- 
ment. This latter service is particu- 
larly helpful in these formative stages 
of the program. 


The “Bank Service” also authorita- 
tively covers every other phase of 
banking. For example, it describes 
the procedure for the handling of 
T-Loans and the problems of con- 
sumer credit which will play a vital 
role in the post-war economy. 


For further information on this practical 
publication, write to 


[PRENTICE = Per HALL, Inc] 


70 Fifth Ave. New York.N.Y. 
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quish active control over property and live a 
life of ease; to protect one’s family from 
financial worry; to rid one’s self of the obli- 
gation of carrying unproductive property. 
If motives similar to these are present the 
transfers will not be held to be in contempla- 
tion of death. 

The mere fact that a gift is made by one 
of advanced age does not necessarily mean 
that the transfer will be held to be in con- 
templation of death. However, both age 
and state of health are important factors in 
determining the motive behind the trans- 
fers. 


Eliminating the Second Tax 


HE discussion so far has related to one 

concept of estate planning, the division 
of ownership through gifts. Another basic 
concept is the postponement of the vesting 
of title to the estate property in heirs and 
beneficiaries so as to eliminate the second 
and possibly the third set of death charges 
and taxes upon the same estate. The appli- 
cation of this concept can be illustrated as 
follows: 

Mr. Jones dies leaving an estate of $500,- 
000 to his wife. It is subject to death 
charges and taxes. If Mrs. Jones dies after 
five years and the balance of the estate de- 
scends to their son, John, another set of 
death charges is incurred. At John’s death, 
when the property is transferred to the 
grandson, a third set is encountered. As a 
result of these successive charges, the $500,- 
000 estate is reduced to $295,000 for the 
wife, to $192,000 for the son and to $124,000 
for the grandson. 

Some of the successive death charges can 
be eliminated through the medium of the 
trust. Thus, Mr. Jones might by his will 
provide for the establishment of a trust 
with a trustee and direct that the income 
from the trust shall be paid to Mrs. Jones 
for life, and at her death to son John, and 
at John’s death the trust property shall be 
distributed in some designated manner. Un- 
der such an arrangement there would be no 
estate tax on the trust property at the 
deaths of Mrs. Jones and John. A similar 
trust could be established by Mr. Jones dur- 
ing his life-time through the medium of 
gifts in trust, with these tax advantages in 
addition to those already described for gifts 
during life-time. 

Because a trust may remain in force for a 
considerable period of time, great care must 
be exercised to give the trustee powers suf- 
ficiently broad to cope with changing eco- 
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nomic, investment and tax conditions and 
the requirements of heirs and beneficiaries. 
The trust medium permits such flexibility. 
Flexibility is a cardinal rule in estate plan- 
ning. 


Buying Tax-Free Dollars 


HERE remains for discussion what 

might be designated as a third concept 
of estate planning, that is the planning for 
the required cash and liquid assets to meet 
the death charges and taxes that cannot be 
further minimized. 

One thing the estate owner can do during 
his lifetime is to dispose of valuable but dif- 
ficult-to-sell assets—like objects of art— 
and convert the proceeds into liquid securi- 
ties. The estate owner can probably obtain 
a better price for them than his executor 
who may not be able to avoid a forced sale. 

Cash to meet death charges can be accum- 
ulated over a period of time by regularly set- 
ting aside a specified sum. One obvious ob- 
jection to this method is that the estate own- 
er may not live long enough to complete the 
accumulation. Another serious weakness is 
that it is very expensive. The amount ac- 
cumulated remains in the estate and is itself 
subject to death charges and taxes. Thus, 
the amount estimated for death charges will 
be inadequate and a greater sum will be re- 
quired. 

A solution which accomplishes the two- 
fold purpose of providing necessary cash 
and offsetting irreducible estate shrinkage 
is insurance upon the life of the estate own- 
er. To the extent that the insurance pro- 
ceeds pay the death charges and taxes they 
also offset estate shrinkage. 

To use the life insurance medium of pro- 
viding cash and still not have the proceeds 
taxed as part of the estate, the insurance 
should be applied and paid for by someone 
other than the insured estate owner. The 
insured must not have any ownership or 
rights in the policies. They should not be 
payable to the insured or his estate. Thus, 
Mrs. Jones may apply for insurance on the 
life of Mr. Jones and pay the premiums out 
of her own funds and name herself as bene- 
ficiary. Upon Mr. Jones’ death she will re- 
ceive the proceeds. They will not be taxed 
as part of Mr. Jones’ estate unless it can be 
shown that the premiums, while tendered 
by his wife, were actually indirectly paid 
by him. 

With the insurance proceeds, Mrs. Jones 
may purchase assets from the executor of 
her husband’s estate. The executor will re- 
ceive cash with which to pay the death 
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charges and she will receive the assets 
which might otherwise have to be sacrificed 
in order to obtain cash. Even if an estate 
consists entirely of liquid assets this proce- 
dure deserves consideration because it af- 
fords a means of offsetting estate shrinkage. 

The same procedure can be used in con- 
nection with a life insurance trust. The 
trustee receives the proceeds upon death. 
With the cash, the trustee may purchase as- 
sets from the executor, thus providing the 
latter with cash to meet the death charges. 
The trust property may consist of the insur- 
ance policies alone—with the premiums 
coming from an outside source—or of other 
assets as well, the income from which is 
used to pay the premiums. Whichever type 
of trust is used, the source of the trust as- 
sets or the premiums should be someone 
other than the insured estate owner. 

The use of a life insurance trust may be 
the only solution where a wife is herse!f 
possessed of a substantial estate, because 
the proceeds of the policies wouid simply 
serve to increase the size of her own estate 
and thus increase the potential estate taxes. 
Estate planning for only one member of a 
family where others have substantial assets 
cannot be effective. 


Using the Insurance Options 


HE proper use of life insurance is an in- 

tegral part of estate planning. Not only 
is it a medium wherewith to provide cash to 
meet death charges but where necessary it 
can be used to augment the size of the es- 
tate and provide funds for special family or 
business purposes. 

One phase of life insurance which should 
be correlated with estate planning is the 
proper designation of settlement options. 
The options permit many combinations and 
uses. They can be made to serve special 
purposes. For individuals whose estates 
consist largely of life insurance, effective 
use of settlement options is the key to estate 
planning. Moreover, settlement options per- 
mit the avoidance of the second estate tax. 
By their appropriate use, provisions can be 
made to have the proceeds retained by the 
company and paid out in regular install- 
ments to the wife, at her death the payments 
to continue to the son, and at his death to 
the grandson, without payment of a tax 
when these events occur. 


What to Do With Your Business? 


FFECTIVE estate planning cannot be 
accomplished without considering what 
will happen to an individual’s business when 
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he dies. Very often a large part of a man’s 
estate consists of his business, which may 
be operating as a partnership, a corporation 
or a sole proprietorship. It is not always 
possible for a wife or other member of the 
family to continue the operation of the busi- 
ness. They may be prevented from doing 
so because of age, inexperience or inability 
to get along with fellow partners or stock- 
holders. Where the bulk of a man’s wealth 
consists of his business interest, it might be 
most unwise to have the future welfare and 
support of his wife and children depend 
upon its risks and uncertainties. 

This suggests that arrangements should 
be made during a man’s lifetime for the sale 
of his business interest upon his death. Such 
arrangements are generally accomplished 
through buy and sell agreements among the 
owners of the business, implemented by life 
insurance for the purpose of providing the 
necessary cash. The purchase price—or a 
formula for determining it—is included in 
the agreement, thus preventing bickering at 
a critical time. 


Expert Advice and Results 


FFECTIVE estate planning requires 

the services of specialists familiar with 
wills, trusts, life insurance, investments and 
taxation. It should not be undertaken with- 
out having available all of the facts pertain- 
ing to the estate owner’s affairs—personal 
as well as financial. 

Estate plans, when once adopted, are not 
necessarily final. Changes in economic and 
family conditions and in the law of taxation 
require periodic review of the plans. 

Estate planning should result in more de- 
sirable and more effective distribution of an 
estate to the heirs and beneficiaries. While 
it may not always be possible to predict tax 
consequences with certainty, some tax sav- 
ings will usually result, some of the death 
charges will be minimized and some estate 
shrinkage will be eliminated. 
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NEWS FROM NEW BUSINESS FRONT 


The Advertising Dollar. Banks will 
spend 14.4% more for advertising in 1945 
than in 1944, according to a survey of 256 
member institutions of the Financial Ad- 
vertisers Association. The money figures 
are $4,442,000 and $3,883,000. Trust ser- 
vices used 7.7c of the advertising dollar. 
The average expenditure for 92 commercial 
banks advertising trust services was $2,066, 
while for three trust companies (without 
deposits) the amount was $24,400. Accord- 
ing to media used, the commercial bank ad- 
vertising dollar was divided chiefly among 
newspapers (35.4c), radio (13.6c), periodi- 
cals (11.2c), and direct mail (8c). For the 
three trust companies, newspapers account- 
ed for 59.5c, direct mail 25.5¢c and outdoor 
8c. The total advertising expenditure of 
the commercial banks represented 1.2% of 
average gross income, 3.9% of average net 
income, and,.4% of capital funds. The same 
figures for the three trust companies were 
1%, 3.5% and .8%. 


“The Other Half of the Job.” This head- 
ing for recent newspaper copy of Industrial 
Trust Company, Providence, refers to plan- 
ning the estate, which the owner has spent 
much of his lifetime building (the first half 
of the job). We particularly like this sen- 
tence in the text: “Our Trust Department 
is in the interesting business of transform- 
ing the financial achievements of individuals 
into human values for heirs and beneficiar- 
ies.” 
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Trust New Business Column 


Will revision. A mailing piece in the 
form of a will is being sent out by Granite 
Trust Company, Quincy, Mass., to remind 
its recipients of the frequent need for re- 
viewing and revising their wills. <A _ bro- 
chure entitled “The New Importance of 
Your Will” is offered. The Trust Company 
of Georgia, Atlanta, is using a similar 








The will you drew five years ago—or even last year—may 
no longer be suitable for your family’s needs now. Situations 
within your family—taxes—business regulations—all these 
change and may make readjustments of your will advisable. 

These are problems our Trust Department has studied 
and met for hundreds of families for over 50 years. A talk 
with your attorney and us may show helpful changes that 
should be made to bring your will up-to-date. 

Frequent review of wills is an important part of the 
service available to the customers of our Trust Department. 


theme in newspaper advertising, as shown 
by the accompanying reproduction. 


Small estates. Another marcher in the 
growing parade of institutions advertising 
for small estates is Wachovia Bank and 
Trust Company, Winston-Salem, N. C. In 
the current issue of its house organ which 
goes to the public, a cover page ad points 
out that “More than half of the estates we 
settle are valued at less than $25,000 apiece; 
and so it is evident that small estates have 
played a large part in building our Trust 
Department and in establishing its reputa- 
tion for safe, prompt estate administration 
at a modest cost.” 


Gross trust earnings of member banks of the 
Tenth Federal Reserve District (Kansas City) 
averaged 3% of total bank operating earnings 
for 1944, a decline of 1/10 of 1% from 1943. 
This average covers only those banks report- 
ing trust department earnings. 
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MAKING TRUST THRIFT ATTRACTIVE 


Sound Economics and Publicity for Canadian Trusteeship 


H. A. CLARKE 
Asst. General Manager, National Trust Company; Toronto 


HE threat of military enslavement has 

been removed, but other threats unhap- 
pily remain. ‘Perhaps the most dangerous 
of these and certainly the most conspicuous, 
is the threat that regimentation and con- 
trols—accepted as necessary in war—will be 
continued and even extended in peace, with 
a deliberate purpose variously defined but 
adding up to something pretty close to so- 
cial revolution. 

The term ‘full employment’ is apt to be in- 
terpreted as “a job for every one at the work 
he chooses and at the wages he wants.” 
There was full employment in Germany and 
there was always full employment on the 
slave plantation. Wage codes, admirable 
and necessary as they undoubtedly are, will, 
if set at a figure where a worker costs more 
than he contributes, put him ultimately in 
the ranks of the unemployed instead of as- 
suring him the high earning power intended. 

We are in a position to observe the hard- 
ship caused by the combination of high tax- 
es and high prices and to estimate the wide- 
spread misery and injustice certain to be 
caused by any further drift toward inflation. 
At best we and our beneficiaries must face 
a continued burden of taxation much higher 
than was considered reasonable before the 
war. There is every reason to hope, how- 
ever, that wise policies would make possible 
a substantial reduction below present levels. 
Such reduction of taxation is also necessary 
tc enable industry to absorb the returning 
men of the armed forces and to make this 
country an attractive field for the invest- 
ment of foreign capital. 

In this connection it is encouraging to 
note that the efforts of this Association, to- 
gether with the Montreal Association, with 
respect to injustices in taxation of annual 
payments of capital and of private compa- 
nies appear to be bearing fruit. (See June 
Trusts and Estates, p. 577.) 


Too Popular Misconceptions 


Another serious problem is that of in- 
vesting trust funds at a rate which will en- 
able the average small estate to provide for 


Extracts from address as retiring President of the 
Trust Companics Association of Ontario at Annual 
Meeting ; Toronto, May 22nd. 


those dependent upon it. Controlled inter- 
est rates below a reasonable point have the 
effect of robbing the thrifty of the reward 
for their thrift and of making thrift itself 
unattractive. 

We must make our business understood 
better by the public. There is probably no 
other business about which the general pub- 
lic have such hazy ideas. Maybe the name 
‘Trustee’ Companies would have been a bet- 
ter selection; to some people the word 
‘Trust’ implies cartels and monopolies, 
whereas nothing could be further from the 
nature of our business in which we do not 
fix our own fees and with which anyone can 
compete. We are classed as financial insti- 
tutions. We are not; we are service institu- 
tions and the product we have for sale is 
service. We are considered to have control 
of huge concentrations of wealth, even to 
an extent which might become dangerous to 
the economy of the nation. While we are in 
charge of a huge total of wealth, that total 
consists of thousands of small units, each 
controlled by its own will or agreement and 
by the laws of the country, and there is no 
more concentration of power than when 
these units were in the hands of their indi- 
vidual owners. But the public doesn’t know 
this. 


We Need to Advertise Facts 


The public also has very little knowledge 
about the cost of our service. While most 
people do not question the fact that a 
trained, experienced organization can do a 
better job than an individual with no organ- 
ization, very few realize that the fees are 
fixed by the Court and are on the same 
basis. Nor do they realize that the individ- 
ual having no organization must subject the 
estate to much greater expense. We know 
but the public doesn’t know that administra- 
tion by a good trust company usually saves 
an estate a large part, if not all, of its fees. 

Advertising under a well-designed public 
relations program can do a lot to inform 
the public, but our advertising must be ab- 
solutely honest and avoid extravagant 
claims. Advertising implying the ability to 
make money for clients in the market, or 
implying completeness of organization 
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where it does not exist, is dangerous and 
shakes the faith of the public in us all. 


























en we More Business but Less Profit 





During the short life of our Association, 
and notwithstanding a great business de- 
pression and a global war, assets under trust 
company administration have increased by 
nearly forty per cent. A noticeable trend 
in recent years is the broadening of the field 
for trust services and the post-war period 
promises greater opportunities than ever 
for the modern trust institution. Estates 
and trusts coming to trust companies are of 
smaller size but greater in number. The 
scope of the trust business with respect to 


living trusts is only beginning to be real- 
TRUST ized. 


PROMOTION With earnings usually based on a percen- 


tage of capital and income passing through 
our hands, the margin of profit is usually a 
“74] . small fraction of one per cent on the assets 

persons from our list of for which we have assumed responsibility. 
421 have responded. The re- This margin is being made even narrower 
markable part is that 90 pros- by the low interest rates obtainable on satis- 
factory investments. Before we can ask the 
Courts to give consideration to our increas- 
ing costs and diminishing margin of profit, 


pects came in person to our 
Trust Department. We certain- 


ly plan to close much of this we must ourselves show the need for such 
. business.”’ consideration by adopting a much more sen- 
4 sible and businesslike attitude towards co- 
i ae executors and refusing business unless an 
arrangement can be made which will at 

Is your trust advertising bringing in- least leave us some small margin over cost. 


quiries and business to your Trust As long as some of us are willing to accept 
Department? If not, request addi too small a proportion of the fees allowed, 
. 7 — 


ti oo © the clfectt we cannot hope to impress the Courts with 
ional evidence of the effectiveness of = Guy need. A great number of American 

















Purse trust promotion programs, and trust companies simply refuse business un- 
a demonstration (by mail) of how less they are to receive the same fees they 
Purse will meet your every require- would receive if acting alone, and they have 
ay reached this decision after a carful analysis 


of their costs, which showed that on any 
other basis they would be rendering their 


service at a loss. As we all know, co-ap- 
pointments, instead of reducing, actually 
| increase our overhead. 


Council Plays Golf 


Headquarters for Trust Advertising The Life Insurance and Trust Council of 
North Jersey held their second annual golf 
CHATTANOOGA, TENNESSEE tournament and outing at the Essex Fell 


e County Club on June 21. The member banks 

donated a sterling silver cup for the golf 
BUY WAR BONDS tournament, which was won by Fred S. Fern, 
General Agent of the National Life Insurance 
Company of Vermont, who is President of the 


SAAS A 














JOB EVALUATION FOR TRUST COMPANIES 


Proper Salary Schedules Result in Greater Efficiency 


EDWARD N. HAY 


Personnel Officer, The Pennsylvania Company for Insurances on Lives 
and Granting Annuities, Philadelphia 


NUMBER of medium and large-sized 
trust companies have installed plans of 

job evaluation in recent years. A pioneer 
in this field was the institution with which 
I am connected where the Factor Compari- 
son plan was developed and installed in 1938 
at the direction of President William Fulton 
Kurtz. This followed an earlier plan which 
was partially successful. It is the success 
of job evaluation in this institution more 
than anything else which has led to its in- 
creasing adoption in progressive banks and 
trust companies during the past two years. 
Recently installations have been made or 
are in. progress at the Girard Trust Com- 
pany, The Fidelity-Philadelphia Trust Com- 
pany and The Provident Trust Company, of 
Philadelphia, and The Central Hanover 
3ank and Trust Company of New York, The 
Fidelity Union Trust Company of Newark, 
New Jersey, The First National Bank 
of Boston which includes the Old Colony 
Trust Company organization, and the Fifth 
Third Union Trust Company of Cincinnati. 


Definition of Terms 


EFORE discussing what has induced 
these well-managed institutions to adopt 
modern plans of job analysis and job eval- 
uation it would be well to explain what job 
analysis and job evaluation are. Job anal- 


Job = 


750 
770 
761 
830 
903 


Job Name 


Trust Asset Entry Clerk - 
Transfer Clerk eat 
Supervisor Transfers 
Junior Tax Clerk _ 

Supervisor Tax Convey. & Settl. - 


ysis means describing and analyzing jobs; 
it is no more complicated than that. This 
process of analysis begins with a statement 
of what the job is, namely an outline of the 
duties and responsibilities. Job evaluation 
is a process of valuing these jobs in terms 
of dollars-per-month salary. The brief table 
below shows what the result of job evalua- 
tion looks like. 


It will be immediately evident that job 
evaluation brings about a condition in which 
every position has a definite salary value, or 
range of salary, the range from minimum to 
maximum serving as a basis for recognizing 
improved individual performance and in- 
creased efficiency on the job. To put it an- 
other way, every position or job has a 
“standard” value. 


From this conception of standard values 
for positions it follows that management 
can determine what its total salary expense 
should be and can provide means of main- 
taining salary expense in balance with the 
standards indicated. Secondly, manage- 
ment is able to reward employees with defin- 
ite regard to the importance of the services 
which they perform. In addition, competent 
talent can be employed and retained in every 
position by reason of’ paying the sound or 
correct value for each kind of work. 


Salary per month 
Points Guide # Min. 
115 9 $110 
94 6 80 
235 16 205 
168 13 155 
246 17 225 


Max. 

$145 
110 
275 
210 












Self-Protection 


N the past few years it has become more 

than ever necessary to make sure that 
employees are paid equitably in accordance 
with the importance of their work. Thus, 
no matter how young an employee may be 
or what his years of service, if he is paid 
with strict regard for the relative difficulty 
and importance of his work, his good-will 
may thus be retained and he will be more 
likely to make his maximum contribution. 
This is a little different from the old policy 
of hiring a youngster at $60 a month and 
awarding $5 or $10 per month increases 
each year. One result of this latter practice 
is that the best employees are increased in 
salary so slowly that they seek better oppor- 
tunities elsewhere. Another is that the 
mediocre employee is encouraged to stay be- 
cause each year he receives more and more 
salary until he reaches a level at which it is 
evident to him that he cannot do as well 
elsewhere. 


In recent years many groups of employ- 
ees, in defending their interests and self- 
respect, have organized unions. With no 
desire to belittle the importance of unions, 
it may nevertheless be pointed out that good 
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management is less likely to find its employ- 
ees organized than poor management. And 
one of the clearest signs of bad manage- 
ment is employee dissatisfaction with salar- 
ies. It is not so much the employee who 
thinks he is underpaid who is a source of 
discontent in the organization. He is only 
sorry for himself and angry at the manage- 
ment in his own behalf. The employee who 
is overpaid creates envy in the minds of 
other employees who are not as well paid 
but who feel that they are doing better 
work. Hence, one of the best means of 
maintaining a satisfied employee organiza- 
tion is a sound, defensible salary policy. 


Expense Control — Unit Organization 


VERY kind of device is being employed 

these days to increase the spread be- 
tween income and expense in trust manage- 
ment. For example, in some companies the 
highly specialized organization under which 
each function is done in a different group 
or unit is being revised to centralize most 
of the trust functions in one small group or 
a series of groups, each one under the direc- 
tion of an experienced trust officer. This 
plan often takes the form of a unit consist- 
ing of the senior trust officer in charge, one 
or two intermediate trust officers and several 
juniors. In this unit, all difficult problems 
are carried up to the senior trust officer and 
all important accounts are cleared with him. 
Sometimes the review of investments is 
placed in the unit and assigned to one of the 
junior or intermediate trust officers who 
has had security training. 


In some cases it has even been found de- 
sirable to bring the actual bookkeeping and 
detail work into each trust unit, but this 
practice is not being followed very generally 
because the advantage of centralized opera- 
tion of purely routine functions is inescap- 
able. Similarly, it is generally considered 
wise to keep problems of investment anal- 
ysis at one point where the approved list of 
securities is kept under constant review and 
added to from time to time. This work is 
too highly technical to be subdivided. 

Another common arrangement in large 
trust companies is to have accounts of one 
type centered in a unit. For example one 
unit will be concerned entirely with custody 
and agency accounts. 

The installation of sound plans of job an- 
alysis and job evaluation very often results 
in considerable changes in operational ar- 
rangements. The detailed descriptions of 
jobs prepared by the job analysts often re- 
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veal inconsistencies for the first time. This 
is likely to result in the asking of questions 
and perhaps a change in method. One of- 
ficer, remarking on the importance of’ these 
collateral advantages to job evaluation, cites 
the ease with which he can determine pre- 
cisely what is being done by any employee 
in his department, which enables him to 
give better counsel to his operating assis- 
tants. 


Process of Analysis 


EFORE we can evaluate jobs we must 

know what jobs we have and what they 
consist of. Hence, the first step is to adopt 
job description forms. It is not wise to per- 
mit every employee to describe his own job 
because some will do it well and others poor- 
ly; one will exaggerate while another will 
slight. Accordingly, it is good practice to 
train a small number of employees in job 
description writing. However, the employ- 
ee himself is one of the most important 
sources of information; consequently, each 
employee should write out what he does and 
indicate the nature of his responsibilities, 
the training required to perform his duties 
and all other relevant facts. For this pur- 
pose The Pennsylvania Company and most 
of the other trust companies mentioned 
have adopted an “Individual Job Report” 
which is given to every employee at the time 
the plan is announced. Also, his supervisor 
is given a “Supervisor’s Job Report” in 
which he is asked to tell the requirements 
of those jobs being performed under his 
supervision. 

These two reports are turned over to the 
job analyst who then, if he is not already 
very familiar with the job, goes to the place 
where the work is being performed, talks to 
the employee and examines the forms used 
and other details of the job. He discusses 
the matter with the supervisor to get fur- 
ther information and is then fully equipped 
to write a satisfactory job description. Of 
course, the job analyst must be trained to 
know how to write descriptions; this and 
the methods of evaluation are usually best 
obtained from a professional management 
consultant who is familiar with job evalua- 
tion. Incidentally, the first requirement that 
the prospective client should consider is 
what actual success in job evaluation instal- 
lations the management consultant has had. 
Most modern bank installations have been 
made by the consulting firm with which this 
author is affiliated. The plan of Factor 
Comparison which he uses was developed in 
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The Pennsylvania Company and is best 
adapted to banks and trust companies. 


. Then Job Evaluation 


FTER the job descriptions are ready, a 
committee of employees or officers is 
formed for the purpose of evaluating these 
jobs; that is, for determining the correct 
salary level for each job. This must be 
done under expert guidance; the banks 
which have attempted it without such guid- 
ance have found it prohibitively expensive 
and very troublesome. 

Two sets of influences must be considered. 
First, is the general level of salaries in the 
community, for although this is not the most 
important consideration local competition 
usually determines salary levels in a general 
way. The important part of evaluation 
comes in determining differences in impor- 
tance of one job from another. This is the 
secret of factor comparison evaluation;. it 
achieves evaluation by the process of com- 
paring one job with another. In other words, 
if the job of secretary is compared with that 
of a stenographer it is evident that it re- 
quires more skill and therefore is worth a 
higher salary. In the same way, the work 
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of a stenographer is worth more than that 
of atypist. These illustrations are obvious. 
The difficulty arises in comparing many jobs 
of about the same level of difficulty, such 
as various types of tellers and a multitude 
of routine clerical jobs. 


Factor comparison evaluation employs 
five factors by which each job can be com- 
pared with all other jobs. These are: men- 
tal requirements, skill requirements, re- 
sponsibility, physical effort and working 
conditions. The last two of these are not 
important in clerical jobs but invariably the 
bank wishes to include guards, messengers, 
floormen, janitors, watchmen and others in 
similar jobs in which these two factors are 
an important part. 


It is not the purpose of this article to de- 
scribe in detail how job evaluation is done. 
This information can be obtained from the 
references given at the end of this article. 
It is sufficient to say that when the job has 
been evaluated in “difficulty points” the ex- 
perienced consultant can advise cn the de- 
sign of a suitable number of salary grades 
and the assignment of each job to the prop- 
er grade. 


Review and Adjustment 


INALLY, it is important to establish a 

smooth running routine for review and 
adjustment of salaries. This should include 
a list of written policies governing the time 
and amount and manner of salary adjust- 
ment, so that every officer, supervisor and 
employee will know exactly how the process 
is carried on. If tabulating punch card 
equipment is available, it is found most sat- 
isfactory to place salary information on 
“these cards and issue sheets each month 
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containing the following information re- 
garding every employee, which sheets are 
then given to the department heads. 


Name of employee 

Job number 

Salary minimum and maximum 

Age 

Length of service 

Present salary 

Last increase, date and amount 
Second last increase, date and amount 


Space is then given for the inclusion of 
other data, such as attendance record, merit 
rating and recommendations by the depart- 
ment head for the appropriate increase in 
accordance with company policy. Most often 
these recommendations are then passed “up 
the line” until they reach the senior vice 
president and from there they go usually 
to the personnel department after which 
they are cleared with the president or with 
the salary committee, if there is one. 

This method of continuous salary review 
reduces the labor and time required in han- 
dling salary problems. It might seem, off- 
hand, that monthly review would be more 
time and trouble than annual review. Ac- 
tually the reverse is the case, in the expe- 
rience of companies like The Pennsylvania 
Company which has been following this 
practice for a number of years. 

Any plan of evaluation must be flexible. 
Any change in job duties that is at all con- 
sequential must be reflected in a revision of 
the job description and a reevaluation. 

The salary problem need no longer be a 
sore spot. By a modern plan of evaluation, 
trust officers and employees will be able to 
concentrate on their real duties, the admin- 
istration of trust business. 
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STUDY among auditors in various 

parts of the country brings out varying 
thoughts on the scope of trust department 
auditing. In many instances, any form of 
check of trust administration by the auditor 
is considered unnecessary because of the 
great faith management has in the ability 
and integrity of the trust officers. But as 
long as the human element is involved, mis- 
takes will occur, and in view of the contin- 
gent liability of indeterminable amount in- 
volved in trust administration, every pos- 
sible precaution should be taken. 

In other instances, continuous audit con- 
trol of assets and cash is considered ade- 
quate. Safeguarding an asset, however, 
will not preclude liability if in later years 
it is determined to have not been a proper 
investment for that particular account. Nor, 
will an officially approved order for dis- 
bursement of funds guarantee that the pay- 
ment was made in accordance with pro- 
visions of the instrument. 

Others feel that check of trust adminis- 
tration is unnecessary because a large part 
of fiduciary accounts are under close ob- 
servation of the courts. That affords little, 
if any, protection since annual returns are 
recorded as filed and merely make available 
to public inspection the record of the fiduci- 
ary’s performance. Improper handling 
would not likely be detected by the court 
but would have to be questioned by an inter- 
ested beneficiary or guardian, to whom rec- 
ords are available whether court returns are 
filed or not. 


Other Methods 


In other banks, efforts are being made to 
check trust administration to a limited ex- 
tent. One bank with a large number of 
branches reports the practice of selecting 
two or three typical trusts in a branch and 
checking administration thoroughly as that 
is considered to give a good idea of the man- 
ner in which the trust officer is handling all 
trusts under his care. If one or two samples 
under scrutiny have been handled improp- 
erly, the Auditing Department then thor- 
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oughly checks all trusts being handled by 
that particular officer. 

A somewhat similar system of spot check, 
usually made in connection with the annual 
directors’ examination, seems to be charac- 
teristic of the manner in which the problem 
is treated in most banks. Since, however, 
practically every trust and estate requires 
individual treatment, it is doubtful if spot 
checks could be considered sufficiently ef- 
fective to disclose the actual or contingent 
liabilities in trust administration. 

Another bank in a large city reports that 
control of trust account administration is 
centered in a separate division of the Per- 
sonal Trust Department, in charge of a 
senior officer. That division, not a part of 
the Auditing Department operates, as an in- 
dependent vehicle of audit. The Auditing 
Department, through a unit called the Trust 
Audit Unit, maintains a continuous internal 
audit control over trust securities and cash, 
and also keeps in touch with the current 
progress of the estate and trust accounting 
division to satisfy itself as to the scope and 
frequency of account reviews. 


Synopses of Accounts 


The First National Bank of Atlanta has 
found an ideal solution to the problem of 
adequate check of trust administration in 
individual audits of trusts and estates made 
periodically, annually in most cases, as of 
their respective anniversary dates. It is 
often considered that this method, which is 
unsurpassed for accomplishment of purpose, 
is too costly to be practical, but the larger 
the trust department, the greater the con- 
fidence the general public has in it and no- 
thing less than the best service possible 
should be offered in return for that con- 
fidence. Furthermore, individual audits 
have, aside from their value from an audit- 
ing standpoint, a great potential value in 
many other respects which thoroughly jus- 
tifies their cost. 

The prime requisite for any program of 
trust auditing is an adequate synopsis of 
the instrument. A surprising number think 
that the Auditing Department should not at- 
tempt to retain a brief of the indenture in 
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the belief that it would entail too much 
clerical work in keeping the briefs up to 
date. Others have expressed the feeling 
that a huge legal staff would be required to 
prepare the synopses. While it is not known 
just what type of form those opinions are 
based on, a synopsis should be merely a brief 
of the instrument, concise but complete, 
with which reference to the actual instru- 
ment is seldom necessary, except in audits 
of closing accounts when instruments, of 
course, should be reviewed carefully. It need 
not contain a maze of operating instruc- 
tions and detail. Then it will require chang- 
ing only in event of the death of a benefici- 
ary, death or resignation of co-fiduciary or 
counsel, issuance of court order, or some 
similarly important event which does not 
always happen often. 

A synopsis should be prepared by the 
trust officer as early in the life of an account 
as information is available and a copy sent 
to the auditor, which should be checked by 
the person in charge of trust auditing be- 
fore it is placed in the trust file. Any points 
which present possibility of difference in in- 
terpretation should be referred to legal 
counsel for opinion, and, if necessary, a bill 
for construction filed with the court. With- 
out adequate trust synopses any adequate 
form of audit of trust administration would 
be a cumbersome affair. 


Individual Audits 


There are two basic steps in individual 
audits of trusts—reconcilement of corpus 
and analysis of income. Statement of assets 
held in or for trusts as of the close of busi- 
ness on the audit date should be reconciled 
with an authenticated copy of the original 
inventory. If it is the initial audit of an 
account that has been on the books fifteen 
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or twenty years, during which several book- 
keeping systems have been used, consider- 


' able detail may be involved, but results more 


than justify the effort required. 

Actual procedure for making an analysis 
of income will vary with the bookkeeping 
equipment used. If tabulating equipment is 
used, the analysis may be produced mechani- 
cally; in no instance, however, should it in- 
volve so much detail that it might be con- 
sidered impractical in view of its many 
possible uses. 

With the completed reconcilement of cor- 
pus, analysis of income and synopsis, the 
auditor has a composite picture of the ac- 
count and by reference to trust document 
files, he is in position to make a thorough 
and detailed check of the account as a whole. 


Checking Administration 


Administration in accordance with the 
provisions of the instrument and any court 
orders that might have been issued in con- 
nection with the account should be checked 
from the inception of the account or from 
the date of the previous audit. If the ac- 
count represents an executorship or admin- 
istratorship, it should be determined if all 
assets have been marshalled and placed un- 
der audit control, and if all liabilities have 
been recorded. It should be determined also 
if debtor and creditor notice has been pub- 
lished as prescribed by law; if all debts, 
claims, bequests and expenses have been set- 
tled; if trusts involved have been estab- 
lished as provided; if any ancillary adminis- 
tration required has been started; and if all 
phases of general administration of the es- 
tate are progressing satisfactorily. 

Special attention should be given to per- 
formance of extraordinary duties, either 
specified or considered expedient. If there 
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is any litigation pending or threatened, is it 
receiving appropriate attention of legal 
counsel and being given full consideration in 
current administration and operation of the 
account? 

If appointments as executor and trustee 
are being served simultaneously, duties in 
the capacity of one should not be performed 
under authority granted only to the other. 
If income distributable to beneficiaries has 
been applied on debts or expenses of the es- 
tate, does the file contain proper release of 
the executor from any future claims and all 
liability in respect to diversion of the in- 
come? If administration apparently has 
been completed and all provisions of the 
will complied with, investigation should be 
made to determine why the executorship has 
not been closed. 

If a trust under a will which the trustee 
administered as executor, were Letters Dis- 
missory obtained as executor? If a trust 
under a will which the trustee did not ad- 
minister, was a copy of the final accounting 
of the executor obtained in order to deter- 
mine if the trustee received all assets to 
which the trust was entitled under the will? 

Were all distributions that have become 
due made on dates specified and against 
proper receipt? Are tickler cards in file for 
dates of future distributions, and for other 
dates of importance? Do all invasions of 
corpus, as reflected by reconcilement of 
corpus, come within the provisions of the in- 
strument? Is corpus being dissipated im- 
prudently? If encroachments have been al- 
lowed which in effect are advance distribu- 
tions, the fact should be recorded prominent- 
ly so that advances cannot be overlooked at 
the time of later distributions. Are state- 
ments being rendered regularly to all inter- 
ested persons? 





Investment Review 


An unbiased review of investments is one 
of the most valuable features of the audi- 
tor’s check of trust administration. It may 
seem presumptuous to question the ability 
of the investment officer, but it is only nat- 
ural that his proficiency in investment mat- 
ters exceeds his skill in construing trust 
instruments and in judging needs and re- 
quirements of beneficiaries. The tax status 
of the beneficiary alone is often the deter- 
mining factor as to whether a certain invest- 
ment or a contemplated change is advisable. 


Was required approval secured on all pur- 
chases and sales? Were sales conducted in 
accordance with provisions? Have recom- 
mendations of Trust Committee made when 
investments were review been carried out? 


If the controlling interest in a business is 
included among the assets, the auditor 
should determine if financial statements and 
reports of management are being received 
regularly and properly considered. Original 
inventory items always warrant special at- 
tention as a prudent person might with good 
reason acquire or hold investments a fidu- 
ciary might not make or hold. 

If the inventory includes real estate, is in- 
surance coverage adequate as to kind of in- 
surance and amount, and is the fiduciary 
named as the assured in all policies or en- 
dorsements? 

Consideration should be given also to 
worthless items included in the inventory 
which possibly should be charged off and re- 
moved from audit control; to bond premi- 
ums that should be amortized, if required; 
and to stock rights and fractional shares 
which have early expiration dates. 


Have income beneficiaries been favored 
at the possible later expense of principal 
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beneficiaries through investments that yield 
high returns, or vice versa? Laws and spe- 


cific provisions may be followed to the let- 
ter and yet liability be incurred through 
partiality to one class of beneficiaries. 


Operations 


With the vast multiplicity of detail in- 
volved in trust accounting, there are many 
items that elude detection through internal 
auditing and several phases of operations 
that are not covered. Therefore, the value 
of reconcilement of corpus and analysis of 
income as a means of complete check of 
operations alone would justify their prep- 
aration. 

Comparison of dividends received, as 
shown by analysis of income, with dividends 
declared as shown by dividend record of 
some investment service, quickly reveals 
missing income items on stocks. It is also 
the ideal time to trace by letter stocks on 
which no dividends were received to deter- 
mine if dividends were declared. Investiga- 
tion should be made also of any other non- 
income producing assets to determine if in- 
come should have been received and, if not, 
if there is sufficient reason for continuing 
to hold the assets. 

Were disbursements to beneficiaries made 
in strict accordance with provisions and 
were all other disbursements in order? If 
payments are to be made more or less at the 
discretion of the fiduciary, it should be de- 
termined if care is exercised in carrying out 
the intent of the testator. If the account 
produces income in excess of requirements, 
is surplus income being handled properly? 
If transferred to principal for investment, 
it should be handled in a manner that will 
not lead to problems in the event undistri- 
buted income is needed by beneficiaries in 
later years. 

Review of overdrafts made in the light 
of full facts and reasons clearly reflected in 
individual audits of trusts is much more ef- 
fective than review made daily or in connec- 


tion with departmental examinations. There- 


are many human and business reasons why 
a Trust Department should pay out income 
or principal before receipt, to which over- 
drafts are likely to be attributed in the ab- 
sence of full facts. 

Likewise, it is quite possible for a review 
of trial balances of cash made in connection 
with departmental examinations to fail to 
disclose cash held uninvested or undis- 
tributed for more than a reasonable length 
of time which would be revealed immediate- 
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ly in the light of relevant facts that are ob- 
vious in individual audits. 

Unless fees were audited when charged, 
they should be verified. Has a consistent 
policy been followed within the account in 
regard to charging on liquidation of assets 
and partial distribution? 


Collateral Advantages 


Obviously, individual audits of trusts 
eliminate a large part of the detail involved 
in departmental examinations of accounts 
and records made in compliance with regula- 
tions of banking authorities. They afford 
the auditor an opportunity to present to 
management analyses of accounts and costs 
and interpretation of reports of immeasur- 
able value as a guide to future operations. 

Furthermore, with co-ordination of work 
and systematic planning, they may be used 
to facilitate preparation of investment re- 
views for the Trust Committee, statements 
to beneficiaries, and, in many instances, in- 
come tax returns. 

If dates for investment reviews are sched- 
uled to fall shortly after anniversary dates 
of trusts (to allow for completion of aud- 
its), analysis of income will furnish a large 
part of the information required. 

If fiduciary income tax returns are filed 
on a fiscal year basis rather than on a calen- 
dar year basis, use of analysis of income 
and reconcilement of corpus would eliminate 
a large majority of the detail in connection 
with preparation of tax returns. If used for 
that purpose, audit dates of estates and 
trusts created under wills, in order to con- 
form with tax regulations, should be the 
last day of the month immediately preced- 
ing the month during which date of death 
occurred. 


Statements to Beneficiaries 


A complete audit contemplates customer 
statements forwarded by, or under the su- 
pervision of, the auditor. Statements to 
trust beneficiaries have been looked upon 
generally as involving too great a volume of 
additional work at the very time the auditor 
is least able to assume it. That difficulty 
may be overcome through individual audits 
which are spread over the year. 

By adding a column to property state- 
ments in which net income from each asset 
is inserted, income statements prepared in 
connection with analysis of income become 
quite condensed. Income statements so pre- 
pared, often not more than eight or ten 
lines, convey information to beneficiaries in 
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a much more comprehensive manner than 
the customary statements which usually are 
page after page of operating details that 
mystify rather than inform. Much litiga- 
tion has been based on claims of beneficiar- 
ies that they were without knowledge of 
certain facts which could have been preclud- 
ed by statements comprehensible to laymen. 

The idea of more comprehensive state- 
ments to beneficiaries has been extended to 
include formal audit reports, bound in man- 
uscript covers, prepared by the Auditing 
Department for closing estates and trusts. 
Copies addressed to each of the beneficiaries 
are quite impressive and have made a not- 
able contribution to further development of 
customer relations. Copies for minors are 
held in file until such time as they appre- 
ciate a composite picture of the administra- 
tion of the estate left for their benefit. 
These reports contain, in addition to com- 
ments regarding scope of audit, condensed 
Statement of Property, Consolidated State- 
ment of Principal Cash, and Statement of 
Distribution, which are supported by ap- 
propriate schedules. 
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Last, but by no means of least importance, 
reports on individual audits addressed to 
the executive head of the Trust Department 
are invaluable as a means of keeping him 
informed on the general conduct of the de- 
partment. 


Utah Trustmen Elect 


The Trust Division of the Utah Bankers As- 
sociation has elected the following: 


President: William H. Loos, First Security 
Bank of Utah, N.A., Ogden 

Vice Pres.: W. E. Myrick, First Security 
Trust Co., Salt Lake City 

Secretary: Grant G. Bryan, Utah Savings & 
Trust Co., Salt Lake City 

Treasurer: Paul D. Schettler, Walker Bank 
& Trust Co., Salt Lake City 

The following were named as chairmen of 

various committees: 

Executive: Reed E. Holt, Walker Bank & 
Trust Co. 

Legislative: 
Trust Co. 

Relations with the State Bar: P. W. Dayer, 
First Security Trust Co., all of Salt Lake. 


W. S. Emms, Tracy-Collins 





Service of this bank includes the handling 


of trust accounts of all types, using the 


most modern operational methods. Your 


customers moving to California will find 


here a trust service equal to the best in 


America. Largest Trust Business in the West. 


SECURITY-FIRST NATIONAL BANK 


OF LOS ANGELES 
HEAD OFFICE: 
SIXTH and SPRING STREETS 


ee ee oe 
se Set So nae ab te Raman aah an EH pat ts 
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THE 


NEw YORK TRUST 
COMPANY 


IO0O BROADWAY 








MADISON AVENUE AND 40TH STREET TEN ROCKEFELLER PLAZA 


CONDENSED STATEMENT OF CONDITION 
JUNE 30, 1945 


SSETS 


Cash and Due from Banks. . . - + + « $124,799,846.84 
United States Government Obligations ~ « « « 5OB,996,053.92 
Other Bonds and Securities. . . . . . . +. . 23,126,761.89 
Loans and Discounts . — = 2 © ~@ eer Peee noe 
Real Estate Bonds and Mortgages . ey a ae ee 910,526.26 
Equitiesin RealEstate. . . ee oe Soe 53,582.94 
Customers’ Liability for Acceptances he ee oe 475,328.24 
Interest Receivable and Other Assets . . .. . 2,231,765.68 


$880,3 10,477.07 


LIABILITIES 


aa | 

Surplus . . . ss « «  ~©35,000,000.00 

Undivided Profits as ie ae ae ve 4,389,901.36 $54,389,901.36 
General Reserve. . ae ea 6,162,676.24 
Dividend Payable Ju ‘ly 2 y Si 1945 . ih le eee. io 600,000.00 
Acceptances . . aS by ae 705,536.12 
Reserve for Taxes and Other Liabilities a 4,831,130.72 
Oe + -s »« « ¢ * 2-0. 4 « « @ 6 «© «eRe ae 6 


$880,3 10,477.07 





United States Government obligations carried at $270,358,665.70 in the 
above statement are pledged to secure United States Government deposits of 
$255,559,190.76 and other public and trust deposits and for other purposes 
required by law. 


Malcolm P. Aldrich TFRUSTEES B. Brewster Jennings 
New York President, a Vacuum C.! 
: Ralph S. Damon 0., ANC. 
Gashem Bi. Aampens President Howard W. Maxwe!! 
Colt’s Patent Fire Arms Mfg. Co. American Airlines, Lzc. New York 


: Francis B. Davis. Jr. Harry T. Peters 
Arthur A. Ballantine . New York 
. Chairman of the Board ew ror 
Root, Clark, Buckner & Ballantine United States Rubber Company Peis oo owey in 
; : : . resident, National Distillers 
J an 5. eae a ae Products Corporation 
$ Robert C. Ream, President 


Mint A. Conk Wiles. ne ~ eenen American Re-Insurance Co. 
ook, Lehman, New Yor 
Goldmark & Loeb Mossis Sayee 
Horace Hovemaver, Je- + ten ent 
William F. Cutler Executive Vice-President Corn Products Refining Co. 
Vice-President The National Sugar Refining Vanderbilt Webb 
American Brake Shoe Company Company New York 


Member of Federal Deposit Insurance Corporation 











FEDERAL SAVINGS AND LOAN SHARES 


Characteristics For Consideration as Trust Investment 


HORACE RUSSELL 
Of the Chicago Bar 


NVESTMENT officers are concerned pri- 

marily with safety, but they must also 
consider return upon the investment. In 
addition, there. are many other considera- 
tions, such as fluctuations in value and qual- 
ity and taxability of the investment income 
in the hands of the investor. Today, many 
trustee and institutional investors are buy- 
ing short term securities at extremely low 
rates. Some, including tax-exempt organi- 
zations, are buying or holding municipal se- 
curities at prices which may result in enor- 
mous losses, if prices adjust within a few 
years toward normal. One must consider 
some of the newly issued, long term securi- 
ties, as long as thirty years or more, issued 
to yield about 3%, which may very well in 
ten years be selling at prices which will re- 
sult in a nominal return. 

The Federal Savings and Loan Share as 
an investment is an answer to some of these 
problems. Home mortgage lending has tra- 
ditionally been considered a conservative in- 
vestment. Federal Savings and Loan Asso- 
ciations are organized and operated so that 
their share capital substantially represents 
an investment in home mortgage loans, Gov- 
ernment bonds and cash. 

Federal Savings and Loan Associations 
provide the most efficient home mortgage 
unit available to investors today. Their 
managements are continuous and reliable 
and are especially well acquainted with the 
families to whom they lend money and with 
the property securing their loans. They are 
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so close to their local market that they have 
a very substantial advantage over most 
other home mortgage lenders. They special- 
ize in home mortgage lending and are ready 
to loan their money to families who can and 
will pay it back upon a schedule suited to 
the family budget. If they do not, the lend- 
er can and will take the security—a home— 
manage it for any period of time necessary, 
improve it and merchandise it so as to avoid 
loss. 

Their loans are small, averaging about 
$3500, and are within the means of the 
home owners. Their home loans are amor- 
tized monthly by payments which provide 
for taxes, insurance, interest and a portion 
of the principal, so that every mortgage be- 
comes safer with each payment and the ag- 
gregate risk against the aggregate security 
is comparatively low, usually about 50%, in 
spite of the fact that some families are or- 
iginally financed up to a relatively high per- 
centage of the value of the homes. But com- 
paratively few of their loans at any time 
represent a high proportion of the security 
value. 


Protection of Investment and Income 


HEIR securities are issued on a basis 

to provide an answer to some of the 
problems of the investment officer. The in- 
vestor gets the advantage of experienced 
management and seasoned mortgages, with 
the full net return, as though he had taken 
the trouble to originate the business. Also, 
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he gets the advantage of accumulated re- 
serves and undivided profits, which are to- 
day percentagewise greater, in most cases, 
than the accumulated capital, reserves, sur- 
plus and undivided profits of commercial 
banks and greater than the total surplus of 
our great life insurance companies. Also, 
he gets the protection of the insurance of 
the principal of his investment up to $5,000 
in each association, which is acquired by 
the association at nominal cost. 


By this means, a trustee may invest funds 
with more than the protection of first mort- 
gages on homes and get the full net return 
thereon from approximately the time of in- 
vestment, and if at the end of any six- 
months’ period the trustee must liquidate 
the estate or for some other reason have the 
money, he can secure the same with such 
full net earnings, which today average 
about 242%. Furthermore, he can retain 
the investment indefinitely with as great as- 
surance as he can have on any security that 
he will continue to receive the full net earn- 
ings and that, if interest rates rise, he will 
receive the higher rate without the necessity 
of sale and reinvestment and without the 
danger of being compelled to sell the securi- 
ties at a discount. This is true because 
these associations are constantly making 
new mortgages at the current and prevail- 
ing first mortgage rates. The investor may 
liquidate his Federal Savings and Loan 
Share investment at all times at par. This 
is provided for by reserves and undivided 
profits and protected by insurance. 


Continuity of dividends is further as- 
sured not only by continuity of earnings on 
home mortgages but also by the accumula- 
tion of undivided profits. The investor does 
not have the worry attendant upon unduly 
low prevailing return from short term bonds 
and debentures nor possible loses from buy- 
ing or holding municipal securities at the 
present prices or as a result of the decline in 
market value of long term securities being 
issued at present low rates. 


Government Safeguards 


HE Savings and Loan business is more 

than one hundred years old. Methods 
of organization and operation have been 
greatly improved and strengthened in the 
Federal Savings and Loan System. The 
Federal Home Loan Bank System, of which 
all Federal associations must be members, 
assures certain availability of funds to meet 
withdrawals and to make loans to assure 
normal operation at all times; these funds 
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are available on a basis up to ten years. In- 
surance of accounts by Federal Savings and 
Loan Insurance Corporation, a wholly owned 
instrumentality of the United States, with 
capital and reserves greater in proportion 
to risk than has ever been provided in any 
other such plan for insurance, stabilizes con- 
fidence and liquidates the occasional] failure 
without loss to investors. 


Its experience for more than ten years in- 
dicates not only that it provides absolute 
protection in normal times and in periods of 
rising prices but in the event of extreme 
financial crisis it will be of the greatest 
value to investors. There is substantial 
basis to conclude that it may carry through 
any situation which may confront us in the 
future without further call on Government 
credit. And, finally, in the case of insur- 
ance of accounts, it is believed that, just as 
in the case of bank deposits, the Government 
will see to it that no saver or investor loses 
envthing on en insured account. Further- 
more, the requirement of complete audit and 
provision for examination’ and supervision, 
together with other safeguards, give in- 
vestors the greatest protection ever fur- 
nished in any security. 


Post-War Funds for Investment 


HESE associations, as shown by their 

current statements, have more money 
than they can use during war time. They 
have sold Series E bonds to their savers and 
investors in very large volume and, in addi- 
tion, have accepted savings and investment 
funds in substantial volume beyond their 
mortgage loan requirements and invested 
these funds in Government bonds for their 
own account. The post-war outlook for home 
mortgage lending, however, suggests that 
these associations will use their excess cash 
and the funds now invested in Government 
bonds for post-war home financing in a 
comparatively short period. They will then 
press forward with their customary thrift 
program and invite legitimate long term in- 
vestment. Guaranteed loans for veterans 
to buy and build new homes, and loans for 
other citizens to acquire homes in the post- 
war period, will undoubtedly absorb very 
large volumes of capital. These associations 
are close to this market and in the best posi- 
tion to take advantage of it. 


Investment officers have been investing 
very largely in Government bonds. How- 
ever, the time is coming when they will 
want more diversification. Federal Savings 
and Loan Shares offer a worthy medium. 
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Until 


the last gun is fired... 


and AFTER 


Our nation’s job has not ended with victory 
in Europe—nor will it end when we have 
crushed the enemy in the Pacific. Now and 
even after the last order is given to cease firing, 
we must constantly fight to make America the 
hope of ages to come. . . by national industry 
and by honesty of democratic purpose. 

This obligation requires that each of us do 
our individual task to the best of our ability. 
Our own job happens to be investments. There- 
fore, we shall endeavor to profit from our years 
of experience in this field and to look toward 
the future as clearly as we can. 

We believe t!:at the years ahead will call for 
greater foresight, courage and adherence to the 
principles which have made our country great. 
These principles we intend to do all in our 
power to maintain and we offer them in the 
spirit of helpfulness to the conservative investor. 


R. W. Pressprich & Co. 


68 William Street 201 Devonshire Street 
NEW YORK 5 BOSTON 10 


Members New York Stock Exchange 


GOVERNMENT, MUNICIPAL, RAILROAD, 
PUBLIC UTILITY, INDUSTRIAL BONDS 
AND INVESTMENT STOCKS 
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YARDSTICKS OF QUALITY FOR PUBLIC 
UTILITY BONDS 


FRANKLIN J. GRIFFIN 
Studley, Shupert & Company, Boston 


ONEY rates are probing all-time lows. 

Moreover, when viewed in the light of 
the financial exigencies of government, now 
and post-war, together with the regulatory 
powers which have been placed in the hands 
of government agencies, one cannot help but 
feel that these low rates are likely to pre- 
vail for some time to come. 

Bond yields, particularly in the public 
utility field, have gravitated downward with 
the general trend of the money rate curve. 
Since 1935, over eighty per cent of the debt 
of the electric light and power industry has 
been refunded on a low-coupon, long-term 
basis. Needless to say, companies with the 
highest credit ratings were the first to come 
to market in this vast parade of refunding 
operations—yet many of decidedly lower 
credit status also succeeded in refinancing 
at astoundingly low rates. 


The time seems ripe for renewed emphasis 
on quality obligations if only for the fact 
that the small differential in yield in the 
favor of mediocre utility bonds, as contrast- 
ed to those of genuinely high grade, is not 
commensurate with the price risks involved 


in the poorer grade issues. This leads us in- 
evitably to the question of what constitutes 
a high grade utility bond. To establish our 
criterions of performance we have chosen 
the actual case histories of ten of the out- 
standing companies of the industry. 


From United States Investor, May 19, 1945. 





IN THE 


NATION’S CAPITAL 


SINCE 1889 


American 


Security 
& Trust Co. 


MEMBER FEDERAL DEPOSIT INSURANCE CORP. . . FEDERAL RESERVE SYSTEM 


The capital structure of our composite 
high-grade utility company is very con- 
servatively set up. Funded debt equals but 
40 per cent of total capital and surplus, 
while debt and preferred stock represents in 
the aggregate less than 50 per cent of that 
capital and surplus. 


Debt to plant ratios are surprisingly low 
for the best companies of the industry. 
Total debt was equal to only 35.8 per cent of 
gross plant, as of 1944, while debt plus pre- 
ferred stock was equal to only 43.1 per cent 
of gross plant. Higher yearly allocations 
for depreciation are reflected in the increase 
in depreciation “eserve from 12.6 per cent of 
gross plant in 1937 to 20.9 per cent in 1944. 
Greater plant utilization in the war years is 
shown by the decrease in gross plant per 
dollar of revenue from 4.98 in 1937, to 4.06 
in 1944. 


From an earnings standpoint the high 
quality of our composite company attests it- 
self in the relatively high percentage of 
revenue brought down for fixed charges, in 
the relatively small percentage of total rev- 
enue required for actual servicing of debt 
and in the high cushions of earnings re- 
maining after fixed charges and preferred 
dividends have been met. 


The balance available for fixed charges 
before income and excess profits taxes re- 
mained fairly constant for the two periods, 
34.3 per cent as an average for the years 
1937-1940 and 34.2 per cent for the years 
1941-1944. After income and excess pro- 
fits taxes, however, the situation was some- 
what different. For example, the balance 
available for fixed charges after income and 
excess profits taxes showed a decrease from 
29.9 per cent on an average for the pre-war 
years 1937-1940 to 21.4 per cent for the war 
years 1941-1944. Similarly the cushions of 
earnings protection after fixed charges and 
after taxes showed declines, from 22.2 per 
cent in 1937-1940 period to 15.7 per cent in 
the 1940-1944 period. Yet in 1944, in spite 
of the great increase in the tax burden in 
recent years, the earnings available for 
charges and the earnings after charges re- 
mained fairly high. 
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Composite I 
Colleges and Universities 
of the U.S.A. 


Amount Percent 1939 
June 30, 1944 of total Percent 
(in thousands) 


Under Cover of “Inflation” 
Talk Are Substantial 


Investors Liquidating 





Bonds i 
U. S. Government $181,466 18.06 ) . > > 
Makes oases 0«(ise 5 Security Holdings: 
Utiittics ......... .. EZ 9.08 12.8 
Industrials _............. 50,797 5.05 6.9 As far back as 1937 inflation was widely dis- 
nenms ........ ... G8,311i 6.30 8.5 cussed and low-priced stocks moved up fast—like 
Canadian & ‘For. 14,065 1.40 ) 35 they have this past year. 
Others __.. cases 856 .09 f 
Total Bonds _...... 421,098 41.90 40.3 What Happened in 1937 
Preferred Stocks 
Utilities cscs OOphaD 3.96 3.4 But, in early 1937 the record shows the market 
Industrials ____......... 46,987 4.67 5.1 was being substantially undermined by the effect 
Rails 4.609 A6 0.7 of increased Selling Pressure and a real withdrawal 
; ai Bg of the strong Buying Power which had caused the 
Others wea 7 2,289 23 11 large 1936 advance. The ensuing severe break 
Total Pr eferred z caught many investors unawares and ‘depleted 
Stocks rw aie 93,674 9.32 10.3 their capital to a fraction of its former value. , 
Common Stocks 
Utilities _....-. 26,184 2.80 2.6 , : 5) 
Industrials 168,929 16.81 14.2 Will History Repeat Itself: 
(es ano 9,776 97 1.8 To provide facts that show an unbiased picture 
Insurance : 14,848 1.48 \ of the true undertone condition of the market .. . 
Bank and other Fi- 42 
nancial -- 30,736 3.06 i We factually measure the effect of 
Tot sie NWS ye" SALLING 
Total Common 
Stocks _. 258,960 25.77 22.8 
Mortgages _ 46380 461 6.5 PVNER: PRESSURE 
Real Estate ; 142,573 14.17 17.4 


Investments in Insti- 
tutional Property 17,260 1.72 1.0 


he forces controlling trends! 


Our work usually interests experienced, realistic 


Other aa % 12,843 1.29 1.3 investment men... our clicntele includes banks, 
Uninvested Cash 12,212 1.22 0.4 stock exchange members and member firms, invest- 
Total $1,005,001 100.00 ment fund managers, institutional finance com- 








Aver. Rate of Income 
Earned 3.81 4.16 


Bas-d on study by J. Harvey Cain for American 
Council cn Education, appearing in The Exchange, 
June 1945. 


Federal Association Assets Up 


Combined assets of Federal savings and loan 
associations increased by 21% and their hold- 
ings of government bonds more than doubled 
during 1944, according to an annual report for 
those home financing institutions made public 
last month by James Twohy, governor of the 
Federal Home Loan Bank System. Over the 
same period savings of the public in Federal 
associations gained 22%, and reserves and tu- 
divided profits increased by 17%. The $3,168,- 
000,000 of total assets of these associations at 
the end of 1944 was 46% more than the figure 
for December 31, 1941, at the onset of the 
war. 


mittee men and business executives. Our service 
is of no benefit to, nor do we knowingly solicit 
business from the inexperienced public or those 
who want “‘tips.”’ 


You may judge the value to you of the important 
work done by our organization by writing for our 
current Report and Visual Graph of Buying Power 
vs. Selling Pressure. In view of recent develop- 
ments and expectancies for the immediate future, 
this should be an opportune time to investigate 
the merits of our analysis. 


Ask for Report TE-1. Send $1 to cover costs. 


Available to new inquirers only. 


Address office nearest you 


LOWRY & MILLS 
250 Park Avenue 616 Security Bldg. 
New York 17, N. Y. Pasadena 1, Cal. 


Publishers Price-change-vrolume tabulations. 


Daily releases from New York, Chicago, Pasadena 
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New Legal List Issued 


Bond issues with a par value of $3,101,097,- 
000 have been added to, and issues having a 
par value of $1,402,993,840 have been removed 
from, the list of securities considered by the 
Banking Department, as of July 1, 1945, to be 
eligible for purchase by savings banks of New 
York State, according to an announcement by 
Elliott V. Bell, Superintendent of Banks. 

The securities contained in the 1945 “legal 
list” appear under two headings—those secur- 
ities which, in the judgment of the Superin- 
tendent, conform to the requirements of Sec- 
tion 235 of the Banking Law, and those which 
have been made legal by Banking Board au- 
thorization as provided by subdivision 1(f) of 
Section 14. The securities added by Section 
235 amount to $1,916,707,500. Those appearing 
in the 1945 list by Banking Board authorization 
since the publication of the 1944 annual list 
have a par value of $1,184,390,000. 

The additions and removals in the railroad 
and public utility groups of Section 235 are 
largely due to refunding operations. The prin- 
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cipal railroad bonds reinstated are those of the 
Northern Pacific Railway Co. Among those 
corporations whose bonds appear upon the list 
for the first time under Section 235 are Kan- 
sas City Terminal Railway Company, Texas 
and New Orleans Railroad Company, New 
York Power and Light Corporation, and the 
Wisconsin Electric Power Company. 

The name of the State of Arkansas appears 
upon the Department’s “legal list” for the first 
time since its removal in:1933 because of de- 
fault. 

The current “legal list” under Section 235 
includes the securities of forty-eight states and 
the Territory of Hawaii, 339 cities, towns and 
smaller political subdivisions, 103 counties, 141 
school districts, 344 issues of twenty-nine rail- 
road corporations, and 124 bond issues of fifty- 
eight public utility corporations. All of the 
obligations of the United States or those for 
which the faith of the United States is pledged 
to provide for payment of interest and prin- 
cipal are legal investments, as are all of the 
legally issued full faith and credit obligations 
of New York State and its municipalities. 





TEXAS 
LOUISIANA 





ARKANSAS 


, giy?774y, OKLAHOMA 


PROVIDING INVESTMENT CAPITAL 


"The West South (entral States 


HE ALAMO and the oil derrick 

are truly symbolic of the West 
South Central States—the one re- 
calling their heroic historical back- 
ground, the other their rising indus- 
trial importance. 

Dominating the trade routes from 
the rich forge Valley to the 
Panama Canal and to the increas- 
ingly important Central and South 
American markets, new impetus has 
been added recently to the shipping, 
manufacturing, trading and banking 
facilities of these states to that which 
previously resulted from their own 
steadily accelerating internal de- 


velopment. 

As in other growing sections, out- 
side funds, made available through 
the facilities of investment organi- 
zations such as our own, have con- 
tributed substantially to the munici- 
paland industrial development of this 
area. Investors, in turn, have found 
this service important in making 
available advantageous employment 
of their surplus funds. 


Halsey, Stuart & Co. Inc. has participated 
as an original underwriter in 265 separate 
bond issues, totaling over $1.6 billions, of 
municipalities and corporations located in 
the West South Central States. 


HALSEY, STUART & CO. INc. 


CHICAGO 90, 123 S. LA SALLE STREET - NEW YORK 5, 35 WALL STREET 
AND OTHER PRINCIPAL CITIES 





CAPITAL MANAGEMENT 


PACKAGING THE CORPORATE REPORT 


Time to Review Accounting Language and Profit Story 


PAUL J. GRABER 
Research Assistant, American Institute of Accountants 


T is strange that many a business 

which employs the most skillful re- 
search experts, product designers, mar- 
ket analysts and advertising counsel in 
order to provide the most useful pro- 
duct for its customers, does not show 
the same concern and skill in bringing 
to its stockholders and the public the 
significance—to them—of its financial 
data. 


To even a casual observer of current 
affairs, it would appear that private en- 
terprise, particularly corporate enter- 
prise, may be overlooking a legitimate 
opportunity to maintain and improve 
its established economic position, if it 
fails to present its financial story in a 
complete and commonly useful manner. 


Propaganda or misleading statements of 
financial conditions or results would be as 
reprehensible as false advertising of a pro- 
duct or offering of one injurious to the user. 
But in the same way that products are fash- 
ioned to give the greatest service and that 
skillful selling presentation educates the 
customer to their best use, so should finan- 
cial data be set forth with the greatest ac- 
curacy and on the basis of their greatest 
significance. 


Financial data serve many purposes. To 
stockholders they offer advice upon invest- 
ment and disinvestment. To government 
they provide the facts for taxation, control, 
and regulation. To others they may pro- 
vide the basis for pressure propaganda. ! 


It is believed that corporations, especially 
ones responsible to a large number of stock- 
holders and vested with wide public interest, 
should employ all of the procedures and 
techniques offered by the professional tech- 
nicians—-the independent public accountants 
—to make understandable the financial story 


1. For a comment cn this po:sibility see editorial 
“The Profit Delusion” in Trusts and Estates for May 
1945. 


of the business. Corporate reports may be 
“packaged” properly in a variety of ways. 


“Income” — or “Profits”? 


HE ultimate net income of an enter- 
‘Waa can be determined only after all 
costs and expenses of the period have been 
deducted from its revenues—taxes are no 
exception. The cost nature of many busi- 
ness taxes on property, for the right to hire 
employees, for the right to do business, etc., 
is clearly evident. Such taxes are payable 
regardless of whether the business opera- 
tions result in profits or losses. And federal 
income taxes, even though suggestive of a 
tax on “income,” are also expenses. 

Perhaps in times when tax rates were 1% 
and were computed on bases recognizing 
the same concepts of net income as those 
used by the business there may have been 
some justification for a tax philosophy of 
the “government’s share of the profits.” But 
with higher and higher tax rates and with 
rulings and regulations devising concepts of 
income realization based upon the cash re- 
ceived from the sale of books of coupons pro- 
viding for service performance over a pe- 
riod of months or years (South Tacoma 
Motor Co. v. Commissioner), and based upon 
treasury stock transactions (Hdwin L. 
Weigand v. U. S.) federal income taxes are 
not now designed to share business income. 


Accountants recognize the cost nature of 
income taxes. In Accounting for Income 
Taxes, Accounting Research Bulletin No. 
23, Committee on Accounting Procedure of 
American Institute of Accountants, the 
summary statement records these conclu- 
sions: 


“‘(1) Income taxes are an expense which 
should be allocated, when necessary and 
practicable, to income and other accounts, 
as other expenses are allocated.... 

““(8) The provision for income taxes, or 
the portion thereof allocated to current in- 
come, may be included at the end of the in- 
come statement, immediately preceding the 
showing of net income for the period, or it 
may be appropriately classified as an oper- 
ating expense.” 





Costs of Doing Business 


HE principles are clearly stated. There 

is no generally accepted principle of ac- 
counting violated if an annual corporate re- 
port is presented to show :? 


The X Corporation 
Statement of Income 
For the year ending December 31, 1944 
$1,000,000 
Less: 
Factory wages 
Materials used - 200,000 
Depreciation - _. 200,000 
Selling and Administra- 
tive expenses _..____. : 
Federal income and ex- 
cess profits taxes - 170,000 


_.....$300,000 


100,000 


970,000 


Net Income _. ee $ 30,000 


It is true that in attempting to prove some 
point or another a writer may report that 
X Company’s 1944 income before taxes was 


2. In a recent survey of 411 corporation reports, 36 
now use the single-step presentation. 
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$200,000. But its income before selling and 
administrative expenses was $130,000, and 
income before depreciation was $230,000. 
Why should the X Corporation imply sup- 
port for the writer’s contention by suggest- 
ing that the tax cost for the period should 
be considered different from other expenses 
by presenting it in a dissimilar manner? 

There can be but one net income for the 
corporation and it is that income only which 
should be sold to the reader of the financial 
report. Stockholders and others can then 
be justly skeptical of broad assertions and 
sweeping conclusions based upon less useful 
excerpts or rearrangements of data publicly 
available. 

The significance of a single figure report- 
ed as net income raises doubts as to the gen- 
eral usefulness of reporting any portion of 
that income as gross profit, income before 
depreciation, etc. Whatever importance 
gross margin data may have for purposes of 
managerial control, there is no effective 
sales appeal in a statement suggesting that 
the cost of goods sold is first recouped from 
sales revenue and that subsequently selling 
and other costs are recovered. Sales and ad- 
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essential to obtaining the sale revenue as is 
the manufacturing effort and its cost 
must be borne by the sales price in exactly 
the same fashion. 


Single-Step Forms 


HIS fact is given recognition in presen- 

tation of statements of income in a form 
to suggest that there can be no ranking of 
costs or priority of expense deductions. Such 
presentations (note the “single-step” state- 
ment of the X Corporation above and 1944 
annual report of Armour & Company, et al.) 
report the various items comprising the 
total revenue for the period. From this total 
is deducted the single sum of all of the var- 
ious costs and expenses applicable to that 
revenue. 

The use of this form puts the reader of 
the statement on notice that all of the costs 
of doing business—the cost of merchandise 
sold, of selling and administrative effort, of 
taxes, etc.—are considered by management 
to be comparable elements of the expense of 
obtaining the period’s revenue and that no 
net income is realized until all of those costs 
have been recovered. Such presentation re- 
flects the interrelationship of business ex- 
penses and serves to educate readers to 
appreciate that the operation of a modern 
business involves other factors than merely 
the realization of a 334%% margin upon the 
sale for $1.50 of an article purchased for $1. 


Annual Story Not Enough 


INANCIAL statements may also serve 

to impress upon stockholders and the 
public the fact that private enterprise oper- 
ates in a profit and loss economy. All busi- 
ness is not profitable. Even profitable busi- 
nesses do not always show profits or, if loss- 
es are avoided, the same amount or rate of 
profit period by period. Financial account- 
ing is based upon the concepts of a periodic 
reporting of revenues and expenses, but it 
recognizes that while a single year’s state- 
ment of income is useful, the maximum sig- 
nificance of the data reported can be deter- 
mined only in relation to comparable state- 
ments for earlier periods. 

Because a single statement cannot reflect 
either an ebb and flow of business results or, 
in certain fortunate cases, a steadily grow- 
ing income stream, it may be useful to re- 
port a series of statements reflecting the 
business results during a more representa- 
tive period of time. (See “U. S. Steel’s 
Financial Story—1902-1944” in the 1944 


ministrative effort, for example, is just as 
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Simplify Field 


Warehouse Financing 


Mme banks — and perhaps 
your institution is among 
them —are interested in Field 
Warehouse financing, but hesitate 
to loan against Warehouse Re- 
ceipts because of difficulties in 
checking prices of various com- 
modities. That’s where we can 
help you — and at no charge! 
Here’s how: 


Through our 88 offices in all parts , 
of the country, more than half of 
which are located in areas where 
commodities are either extensively 
grown or processed, and all which 
are interconnected by wire, we 
can obtain quick spot quotations 
on virtually all commodities. In 
the case of a commodity on which 
quotations are not readily avail- 
able, we will make every effort 
to obtain prices as quickly as pos- 
sible. This information will be re- 
layed without cost of any kind to 
you. 


The best way in which you can 
ascertain the effectiveness and sin- 
cerity of this offer is to test it in 
practice. Just ‘phone or write our 
office nearest to you—there’s prob- 
ably one in your own city or near- 
by—and ask us for the commodity 
information you need. As stated, 
we'll get it for you swiftly, with- 
out cost or obligation. 


MERRILL LYNCH, 
PIERCE, FENNER & BEANE 


Underwriters and Distributors of 
Investment Securities 


Brokers in Securities and Commodities 


70 PINE STREET 
NEW YORK 5, N. Y. 


Offices in 87 Cities 





annual report of that company.) With a 
ready view of the effects upon business of 
the peaks and valieys of prosperity and de- 
pression, the place of business in a “profit” 
economy will be more thoroughly understood 
and the significance of suggestions to “take 
the profit out of business” properly eval- 
uated. 


Poor Semantics 


HE terminology of financial reports has 

not always received the same attention 
as that given to product sales appeal. An 
executive selecting a message used in a 
general advertisement would test its lan- 
guage for context, suggestability, color and 
tone to make sure that the words would con- 
vey to the reader the exact meaning sought. 
Can that be said for the language of all 
financial statements? If to the man on the 
street “surplus” suggests something one has 
more than enough of—an excess—should a 
business report to him that it has a “sur- 
plus” of $10,000,000? 


Why should not business expect charges 
of “concentrating wealth,” “improperly pil- 
ing up funds,” and “exploiting labor” when 
it continues, year after year, to report and 
direct attention to all of its capital surplus, 
earned surplus, unappropriated surplus, 
etc.? These terms do not confuse accoun- 
tants or businessmen familiar with their 
technical meaning, but they are subject to 
misinterpretation by readers of corporate 
financial statements who are less sophisti- 
cated in business semantics. 





THE DIFFERENCE “BEFORE AND 
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‘Taxes shown include all taxes, 


How one corporation (American Home Prod- 
ucts) presents the picture of its income, 
before and after taxes, in its annual report. 
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From a public relations viewpoint there 
may be many reasons for seeking more ex- 
pressive language for use in corporate finan- 
cial reports. The accountant is already on 
record as advocating changes. The Com- 
mittee on Terminology of the American In- 
stitute of Accountants has reported: 

“Formerly the cumulative balance of pro- 
fit and loss after deduction of dividends 
was called ‘undivided profits.’ Today the 
corresponding balance is more commonly 
called ‘earned surplus.’ The change has 
brought no increase in accuracy or lucidity 
but rather the reverse.”” (Accounting Re- 
search Bulletin No. 9) 

“.. the committee recommends that the 
committee on accounting procedure should 
consider the feasibility of bringing about 
the elimination of the term ‘surplus’ in pub- 
lished financial statements and the substi- 
tution of more informative designations.” 
(Bulletin No. 12) 

“The term ‘net worth’, once widely em- 
ployed, is fading from use as the fact be- 
comes more generally recognized that a 
balance-sheet does not purport to reflect 
and could not usefully reflect the value of 
the enterprise or of the equity interests 
therein. The word ‘surplus’ might well fol- 
low it into disuse. An excess over legal 
capital paid in on an issue of stock could 
then be classified as ‘capital’, which is what 
accounting considers it to be (see Bulletin 
No. 11).” (Bulletin No. 12) 


“Capital Surplus” is a misnomer and 
should be replaced by “Capital.” “Earned 
Surplus” is certainly less expressive than 
“Undivided Profits” or ‘Profits Retained in 
the Business.” (Note the 1944 report of 
Caterpillar Tractor Company.) Business 
could well consider allowing the advertising 
manager as well as the comptroller and the 
auditors to review the financial statements 
before their general distribution. 


Dangerous Procedures 


HERE may be other effects flowing 

from the procedures of accounting for 
business and reporting of its results. As 
one prominent accountant recently com- 
mented upon the possible effect of policies 
relating to the write-off of corporate good- 
will: 


“There are many people in this country 
who would welcome the demise of private 
industry and the taking over by the state of 
at least the principal instruments of pro- 
duction and distribution. It is well, there- 
fore, at this time to raise the sign of ‘Stop, 
Look, and Listen’ before accepting without 
question the desirability of eliminating 
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goodwill and other intangibles from the ac- 
counts and balance-sheets of corporations. 
This may be, as in the case of ‘original cost’ 
of properties of public utilities, merely a 
first step in a campaign to reduce the over- 
all return to capital invested in the enter- 
prises. 

“Net profits are, and should be, compared 
with net worth (capital stock plus surplus). 
If we reduce surplus arbitrarily by charg- 
ing off goodwill, thereafter the earnings 
will appear to be a higher return on invest- 
ed capital, and this will undoubtedly be 
seized upon by polticians and labor unions 
to force actions that would reduce these 
apparently high profits. If they succeed 
the goodwill will be proved to have no val- 
ue, but this would not be due to the lack of 
intrinsic value or lack of ability of the man- 
agement, but would be caused by these re- 
strictions and burdens placed on the com- 
pany from the outside 

“T hope this forecast is entirely erron- 
eous, or at least unduly pessimistic, but I 
suggest that businessmen, bankers, and ac- 
countants should give adequate thought to 
the future and the possible implications 
from charging off goodwill or other intang- 
ibles, before they take any such action. 
Officers and directors are in effect trustees 
for the stockholders and have a duty to re- 
sist any proposed action that is detrimental 
to the stockholders.”’ (C. Oliver Welling- 
ton in The Journal of Accountancy — May 
1945.) 


Life with Many Fathers 


HE possible sales effect of that impor- 

tant adjunct of business financial re- 
ports—the auditor’s certificate—may also 
be worthy of consideration. While in no 
sense is the auditor’s report to be accepted 
as a stamp of approval or a guarantee of the 
data reflected in the financial statements, 
the certificate does show that those data 
have been adequately tested by accepted 
auditing procedures and, in the auditor’s 
opinion, are fairly presented in accordance 
with generally accepted accounting princi- 
ples. 


It would be difficult to test the public’s re- 
action to such certificates, but it would ap- 
pear that from the standpoint of a general 
reader, a standard auditor’s report in a sim- 
ple two-paragraph form, may be more effec- 
tive in its sales appeal if for no other rea- 
son than that it is reasonably short and sim- 
ple. (cf. form suggested by the Committee 
on Auditing Procedure of the American In- 
stitute of Accountants) Longer certificates 
may properly result when the auditor must 
report variations or exceptions in proce- 


57 


dures or changes in accounting methods or 
policies. It may be useful for business to 
take advantage of a clean certificate when- 
ever possible and train the readers of its 
financial reports to understand and appre- 
ciate the value of an unqualified, indepen- 
dent opinion of its statements. 

Business has a selling job to do. The 
facts and figures that tell its story must be 
carefully drawn and wisely presented. It is 
recognized that business data required by 
the Securities and Exchange Commission 
and other regulatory authorities must be 
presented in a prescribed manner. But as 
business statements have various uses so 
may they also take various forms. 

As businesses and an economic system 
look to the end of an era of war, it seems 
only obvious that they should give the same 
thought and consideration to explaining 
themselves and their way of life to, new 
owners and a changed society as they plan 
to give to explaining and selling their prod- 
ucts to new customers. The charts, graphs, 
and pictograms will continue to be useful, 
but the appeal of basic facts cannot be 
overlooked. 


THE 
BURLINGAME 
PLAN 
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years by applying mathemat- 
ical formulae to price behavior 
of individual stocks. It is de- 
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— THE CAPITALABOR TEAM — 


Under this heading, we are from time to time reporting and dis- 
cussing developments which have promoted, or promise to promote, the 
mutual welfare of employees, employers and those who provide the 
capital tools with which they work.—Editor’s Note. 


GUARANTEED ANNUAL WAGE 


The Bureau of Labor Statistics has publish- 
ed a study of the guaranteed plans embodied 
in the extensive collection of current employer- 
employee agreements on file in the Bureau. The 
report on this phase of the subject, entitled 
“Guaranteed Employment and Annual Wage 
Provisions in Union Agreements,” is found in 
the April 1945 issue of the Monthly Labor 
Review. 

The B.L.S. has circulated a questionnaire on 
the actual existence of guaranteed annual wage 
or employment plans, whether past or present. 
The very large number of replies are being 
tabulated and analyzed at this time. It is 
anticipated that a report will be made of the 
results of the questionnaire to supplement the 
above mentioned article. There is also in 
prospect a field survey of the responses to the 
questionnaire where there is definitive infor- 
mation that such a guarantee is in effect and 
where such a plan has been seriously consider- 
ed. The latter will give a good canvass of the 
problems encountered by those who have given 
it some thought, but have been unable to put 
it into effect because of these problems. 


JOB EVALUATION AS BASIS FOR 
WAGE ADJUSTMENTS 


Through efforts of a joint labor-management 
committee, Sperry Gyroscope Company em- 
ployees have been given hourly wage increases 
designed to keep take-home pay _ constant 
despite a 15 per cent reduction in working 
hours resulting from contract cutbacks. 

The pay rises, Mr. Gillmor, Sperry president 
said, are part of a job-evaluation plan which 
was evolved after more than two years’ effort 
by the management and Local 450, United 
Electrical, Radio and Machine Workers. Retro- 
active pay grants totaling “several millions of 
dollars” will be made under the plan. 

The plan has been submitted to the War 
Labor Board which approved it, but left its 
application to the labor-management commit- 


LABOR SCHOOL 


The “New York State School of Industrial 
and Labor Relations at Cornell University will 
open this fall. It will begin with a $200,000 
aporopriation and a limited enrollment. This 
is the first such school to be established and is 
designed to bridge the gap between labor and 
management. 


Under the new arrangement three leaders of 
organized labor will sit on the Cornell Uni- 
versity Board of Trustees. The State Industrial 
Commissioner and State Commissioner of Com- 
merce have been elected to the Cornell Board. 


The school is expected to train experts on 
industrial and labor relations. Some of these 
men will work for organized labor, others will 
work for industry. 


ADEQUACY OF SUGGESTION 
SYSTEMS 


Prior to Pear] Habor, 95% of all suggestion 
systems failed. Some never had a chance, 
faded quickly. Others died slow deaths. Clues 
to the failures of these plans are found in the 
questions in the check-chart below. If you 
can answer “Yes” to all these questions, your 
suggestion plan can boost war production now, 
continue to serve management well in the 
peace. 

Are our employees thoroughly sold on the 
suggestion system ? 

Do supervisory employees 
cooperate ? 

Is top management actively involved in oper- 
ation of plan? 

Do we have a continuing educational pro- 
gram throughout the organization? 

Are employees satisfied with recognition— 
awards, citations, Bonds, or cash? 

Are all ideas investigated thoroughly ? 

Are the reasons for rejection of suggestions 
explained ? 

Are nonproductive suggestions solicited on 
policy, working conditions, safety? 

—Modern Industry 


wholeheartedly 
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CORPORATE INFORMATION PLEASE 


Polls Reveal What Stockholders and Employees Want to 
Know About Company Operations 


“Industrial management, 7s trustee alike 
for the investments of stockholders and the 
jobs of labor, owes it’ to both groups and to 
the public which it serves to report on the 
trusteeship with more than a grudging min- 
imum of information, and with the clarity 
of good English and vivid illustration in 
place of the mystic jargon of accountancy.” 
—James F. Bell, chairman of General] Mills, 
Ine. 


HE above quotation defines an essential 

objective for industry’s handling of its 
annual reports, but before this objective 
can be attained management must have a 
clear and detailed picture of what stockhold- 
ers and employees want included in such re- 
ports, their opinions on the relative impor- 
tance of various report subjects, their sug- 
gestions for and criticisms of company prac- 
tice in this field. To provide this picture, 
Trusts and Estates offers the following an- 
alysis of all available polls and studies of 
stockholder and employee reaction to annual 
reports. 


Courtesy Thompson Products, Ine. 


STOCKHOLDERS SURVEYS 


fee primary interest of stockholders, ac- 
cording to surveys among all types of 
stockholders throughout the country, is 


“What Do I Get Out of It?” To check on 
his investment the stockholder looks mainly 


for evidence on earnings and the outlook for 
the future. Opinions on the kind of data 
annual reports ought to give showed major 
concern as to: Earnings, profits and com- 
parative earnings; future outlook of the 
company; dividends paid, and review of 
year’s operations. Stockholders do not ex- 
pect dollars-and-cents estimates of future 
earnings; in fact, might be distrustful of 
them, but they are eager for straws in the 
wind and plans for post-war, not only to 
judge the trend but particularly for reassur- 
ance that management is on its toes. 

Research is regarded as the key to ‘com- 
pany development, growth and the profitable 
competitive edge. Taxes and their effect on 
earnings have high interest for stock- 
holders. The majority of stockholders be- 
lieve corporate taxes are too high, with 
about one in four of the opinion that cur- 
rent high taxes are justified only under war- 
time conditions. Stockholders are curious 
to know the facts about executive salaries 
and bonuses and are. “a little inclined to 
raise a suspicious eyebrow when the facts 
are not disclosed.” Further, there seems to 
be a tendency to magnify executive com- 
pensation as an element of cost. 

One of the fields of least interest to hold- 
ers is employee relations. They view labor 
union relations, wages, hours and employee 
benefits as routine management matters, 
with some holding discussion of these prob- 
lems out of place in annual reports. This 
attitude, it would seem, bolsters the argu- 
ment for separate reports to employees. Re- 
lationships with government, such as diffi- 
culties with regulations and war contract. 
renegotiations, also are found of relatively 
low interest. 


Tests of stockholder reaction to the use of 
such comparatively new devices as photo- 
graphs, charts, simplified income statement 
and one page summary of facts, indicate 
that stockholders, both big and little, are 
eager for simplification. A typical poll of 
stockholders listed, their principal sugges- 
tions for improving annual reports (made 
without prompting or prior questioning) in 
the following order: Simplify and use lay- 
men’s language, make them more concise, 
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simplify financial statements, provide a 
quick summary of facts, make them more 
readable. A very large majority favored il- 
lustration with graphs and pictures. 

Prior year comparisons of operating re- 
sults find high favor with investors. Re- 
ports showing results in terms of per cent 
of income or sales dollar, or related to shares 
of stock were less in demand among the 
average stockholder. 

Different types of stockholders differ in 
the amount of interest they take in reports, 
with women and small stockholders showing 
most casual readership, but have a definite 
preference for illustrations and simplified 
statements, and for stories with an emotion- 
al overtone. 


The West Virginia Study 


Along with its modernized annual report 
this year, West Virginia Pulp & Paper Co. 
sent a questionnaire and, from the replies 
received from 550 stockholders, compiled a 
digest marked by some candid and revealing 
comments and suggestions, including the 
following: 

“Brothers, there are only two reasons for 
owning stock: one is control of the com- 
pany; the other is dividends. So it will not 
be hard for you to dope out what interests 
me most.” 
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“T liked particularly the form of compari- 
son and compact figures for several years. 
One can grasp the problems of a large corpo- 
ration when they see plainly cost of labor, 
materials, upkeep, growth of taxes, percen- 
tage of profit to gross sales.” 


“It’s the first time that a company has 
tried to make its annual report mean any- 
thing. The usual assortment of figures are 
meaningless. This report shows people, 
problems, progress.” 

“A comparison of past years investment 
and re-investment (from earnings) in the 
company, and earnings and taxes might 
forcefully illustrate the failure of present 
tax laws, etc., to recognize healthy growth 
of business institutions, how they promote 
capital starvation and enterprise stagna- 
tion.” 

“Chief thing I understood was the chart 
showing the comparative expending of 
funds. I think if the ‘common people’ knew 
this more, there would not be suck a cry 
against capitalism.” 

“TI recently sold some stock in a very suc- 
cessful corporation because they gave no in- 
formation and their reports were as cold as 
a fish.” 

“Particularly liked your 5-year compari- 
son of taxes per share; earnings per share; 
dividends per share.” 

“Cannot understand two items: 1, what 
becomes year after year of reserves of all 
kinds; 2, what becomes year after year of 
depreciation and discounts?” 

“Emphasis should be put on small profits 
in relation to the total dollar volume of busi- 
ness, as well as profit per share.” 

“T liked the report, but do not like the cut 
in dividends to preferred stockholders when 
there was money to pay such enormous sal- 
aries to the managers. Do you consider it 
fair?” 

“Think some of the officers receive entire- 
ly too much salary and compensation. Why 
should their taxes be paid by the corporation 
any more than any other individual receiv- 
ing income from any source.” 

“T do not understand why executives with 
such large salaries must be pensioned on re- 
tiring. This is one of the things that cause 
unrest in labor. If we cannot save enough 
to carry into old age, how about the laborer 
with small earnings, also stockholders with 
small dividends?” ‘ 


The Allegheny-Ludlum Study 


Allegheny Ludlum Steel Corp., in a poll of 
stockholders conducted last December, found 
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the company’s outlook for the ensuing year 
to be the topic of most interest to those re- 
plying. The position of Allegheny Ludlum 
in the steel industry, dividend policy and 
earnings were next in importance to the 
holders. 

“Though management received strong 
support for its general financial and produc- 
tion policies,” the company said, “the sub- 
ject of executive compensation was obvious- 
ly little understood and frequently the ob- 
ject of barbed comment. Explanations of 
the basis for the selection of officers and 
directors were requested by many. Small 
stockholdings by directors were frequently 
criticized. 

“Many felt that corporations in general 
were too timid in presenting their case to 
Washington officialdom and urged that 
stockholders be apprised of ways in which 
they might help support the company’s posi- 
tion on legislative matters.” 

The company summarized holders’ wants 
in annual reports as “first and foremost, 
they want them short, clear, easy to under- 
stand.” 

Results on various questions were as fol- 
lows: 78.8 per cent would read carefully a 
quarterly news letter for stockholders; 39 
per cent think the annual report satisfac- 
tory in its present form, with minor percen- 
tages finding it too general, too technical, 
etc.; 64.1 per cent think the annual report 
should carry pictures of the company’s plant 
and 79.2 per cent pictures of its products, 
while 75.3 per cent are against pictures of 
employees and 64.7 per cent against pictures 
of the management; 47.2 per cent read the 
reports and keep for reference, 38 per cent 
read and throw away and 12.7 per cent read 
and pass on to others; 28.5 per cent think 
steel manufacturers generally are making 
less profits than before the war, 23.9 per 
cent think they are making more and 22.8 
per cent, about the same. 


Management Reports’ Poll 


Management Reports, Inc., in a survey 
last year on “What Stockholders Think of 
Management,” covering representative hold- 
ers with investments in large, medium and 
small corporations, found that 72 per cent 
feel that annual reports give insufficient in- 
formation, 67 per cent think the information 
comes too infrequently, 66 per cent find the 
reports too impersonal and too technical. 
Company matters of most interest to stock- 
holders were reported in the following or- 
der: Earnings and dividends, 91 per cent; 
new products and research, 72 per cent; 
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post-war plans, 71 per cent; management, 
71 per cent; labor relations, 56 per cent; re- 
conversion problems, 54 per cent; taxes, 50 
per cent. 

That a large percentage of the stockhold- 
ers were dependent mainly upon the com- 
pany reports for their information about its 
operations was indicated by the fact that 69 
per cent said they did not receive reports 
from investment brokers and 70 per cent 
that they did not receive reports from finan- 
cial services. Seventy per cent did not know 
the names of their directors, and 91 per cent 
had no knowledge of why they were elected. 
Sixty-eight per cent knew whether the com- 
mon shares of the company earned more in 
1943 than in 1942. Seventy-one per cent 
reported they were not thoroughly familiar 
with the background of the company, but 
89 per cent said they would like to be. 


The General Foods Study 


General Foods Corp., in its fourth annual 
questionnaire sent to 66,000 stockholders 
and answered by 4,780, asked opinion on the 
most interesting subjects for the next an- 
nual report. Post-war plans and prospects 
led with 64.4 per cent; followed by earnings, 
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59.3 per cent; dividends, 56.8 per cent; re- 
search, 37.3 per cent, and unfavorable news 
about General Foods, 31.1 per cent. Other 
questions produced the following results: 
20 per cent want more charts and pictures, 
57.6 per cent about the same number of 
charts and pictures and 10.6 per cent fewer 
charts and pictures; 67.7 per cent read all of 
the previous year’s annual report; 57.3 per 
cent read the financial pages of newspapers 
regularly, 21.2 per cent frequently, 12.3 per 
cent occasionally, 6.6 per cent seldom; 48.5 
per cent read specialized financial publica- 
tions and 46.6 per cent do not; 79.6 per cent 
believe the company should urge stockhold- 
ers to use and promote General Foods pro- 
ducts and 14.8 per cent believe such action 
not particularly desirable. 


The Borden Study 


The Borden Co., reporting on a tabulation 
of the first 2,000 answers to a question- 
naire sent to stockholders along with the 
1944 annual report, states that the audited 
financial statement proved foremost among 
the features of the report in the interest of 
the holders. This was closely followed by 
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the president’s comments and the five-year 
condensed statement. 


Pictures and charts, products directory 
and special articles were listed in that order. 
The survey found that 52 per cent read all 
the report, 32 per cent most of it, 14 per cent 
some, and 1 per cent none; 26 per cent found 
the report long, 1 per cent short, and 66 per 
cent just right. 


The Metropolitan Life Study 


As part of a 1940 booklet on “Improving 
Stockholder Relations,” the Metropolitan 
Life Insurance Co. reported on a question- 
naire answered by seventy-one stockholders 
of all types to show “What stockholders are 
thinking.” “Most stockholders,” the survey 
said, “read the annual report, but not all of 
them understand it. They want simple, non- 
technical reports. Another group, familiar 
with accounting concepts, wants more de- 
tailed information, particularly on opera- 
tions. 


“There is also demand for more informa- 
tion about products, labor relations, operat- 
ing problems, problems arising out of legis- 
lation, company prospects, etc. There were 
also requests for reports that are easier to 
read and more interesting, and for charts 
and graphs to facilitate the reading. Over 
a third of those offering suggestions seem 
to feel that there is something lacking in the 
relationship between management and own- 
ers, either in frankness or in some more or 
less intangible spirit.” 


Forthcoming Surveys 


Probably the most comprehensive survey 
of stockholder opinion is that made by Opin- 
ion Research Corp. in November 1944, but 
this report is confidential and restricted to 
members. It covered attitudes (often apa- 
thetic), preferences as to subject material 
and presentation. A study of Corporate 
Profits and Profit Reporting is being consid- 
ered for a future nation-wide poll. 


In a preliminary report on a poll among 
corporate shareholders, the Herald Square 
Press, Inc., notes that the preponderant part 
of stockholders wants to know the back- 
ground and affiliations of officers of their 
companies. Ninety-seven per cent, it was 
found, want some graphs to lighten the text; 
79 per cent vote for “non-technical prose;”’ 
92 per cent favor a summary of corporate 
statistics, and 95 per cent are interested in 
what their companies plan to do in the post- 
war period. 
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Consolidated Edison Co. of New York, 
Inc., has recently issued an analysis of ques- 
tionnaires on its 1944 annual report sent to 
750 members of the New York Society of 
Security Analysts, Inc. 

American Home Products Corp. is at pres- 
ent conducting a poll among stockholders 
and is considering one among employees. 

General Aniline & Film Corp. is making a 
survey of investors’ opinion of its annual 
reports. 


EMPLOYEE SURVEYS 


N the employee side of the picture, the 

Metropolitan Life Insurance Co., in a 
booklet on “The Annual Report to Employ- 
ees,” describes the problem for management 
as a threefold one: To give employees an 
appreciation of the relation between the 
stockholder, management, the employee and 
the customer; to convey a clear understand- 
ing of the company’s progress, its earnings, 
its expenses, its outlook for the coming 
year; to outline some of the economic prob- 
lems that stockholders, employees and man- 
agement must face together. 

The increasing number of companies tell- 
ing their employees about their operations 
and problems, the booklet states, and the 
fact that rarely has a company which has 
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issued an annual report to employees aban- 
doned the practice suggest that manage- 
ment considers these reports of value. Com- 
ments from employees collected by com- 
panies issuing such reports reflect favorable 
reception. 


Industrial Conference Board Study 


The National Industrial Conference 
Board, in a 1942 study, pointed out that the 
brief history of companies’ annual reports 
to employees makes their evaluation diffi- 
cult, but that general impressions of com- 
pany executives, based mostly on employee 
comments, were that the reports were favor- 
ably received. However, as a more definite 
indication the study quoted from a General 
Foods Corp. questionnaire sent to its em- 
ployees which revealed that 96.4 per cent 
read the report; 93.3 per cent liked it, 81.7 
per cent found it easy to read, and 98.3 per 
cent were interested in receiving future re- 
ports. From comparison with results of a 
similar questionnaire on the same report 
sent to stockholders the general conclusion 
was drawn that the two groups liked to read 
approximately the same type of financial re- 
port and that they both preferred reports il- 
lustrated with pictures and charts. 

Comments in an employee survey by an- 
other company quoted by the Conference 


Board included the following: “Why 
wouldn’t we be interested in the financial 
report? It’s our bread and butter... I 


keep the report to use for future arguments 

. It is interesting to know how much 
money they make and compare with how 
much I make... Figures can be made to 
give the wrong impression ... Not detailed 
enough. Doesn’t show capital . . . Report 
should give more information.” 


The Thompson Survey 


“We Led with Our Chin,” a report on a 
survey of employee opinion conducted by 
Thompson Products, Inc., among its 16,000 
employees, finds that the workers placed 
greatest emphasis on security or a reason- 
able certainty about the permanence of 
their jobs. Next in interest were opportun- 
ity and recognition. The employee, it was 
reported, was greatly interested in sharing 
of company business information—“He 
wants to be kept informed about the com- 
pany’s products, its manufacturing, market- 
ing and financial policies, and post-war 
plans.” The company’s employee informa- 
tion program comprises a plant newspaper, 
handbooks, bulletins and annual reports to 
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employees, and continuation of each of these 
received an overwhelmingly favorable vote 
in the poll. 


The McKinsey Survey 


An opinion poll among employees of P. R. 
Mallory & Co., Inc., conducted by McKinsey 
& Co., revealed that information relating to 
the company of most interest to plant em- 
ployees ranged in the following order: Em- 
ployee benefits and privileges, wages and 
hours legislation, operating expenses 
(where the money goes), taxation, general 
business conditions, operations of other de- 
partments, history and objectives of the 
company, biggest problems of running the 
business, personnel policies, financial condi- 
tion of the company, and social security. 
Similar subjects, with some variations in 
the order, were of greatest interest to of- 
fice employees. 


“Stet,” the house magazine for house maga- 
zine editors, estimates that in 1944 there were 
being published in the United States and Can- 
ada a total in excess of 6000 company publica- 
tions of all types. 
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POSTWAR FEDERAL EXPENDITURES 
AS PERCENTS OF PREWAR 


WAR WITH 
MEXICO 


SPANISH 
WAR 


FIRST 
WORLD WAR 


Federal Expenditures 


After the return of peace the annual totals 
of our federal expenditures will inevitably be 
greater than they were in the years immedi- 
ately preceding the outbreak of war. Each 
war tends to bring into existence large and 
permanent increases in the costs of the cen- 
tral government quite aside from the expenses 
for interest and amortization of the public debt. 


In the diagram each bar represents the total 
expenditures of the federal government dur- 
ing 10 years following one of our major wars 
as compared with those costs in the 10 years 
preceding that war. For example, the first 
bar represents federal expenditures in the 10 
years following the War of 1812, and shows 
that they were 201 percent as large as they 
had been in the 10 years before that war be- 
gan. The expenses of the War Department 
were more than twice as great after the war 
as they had been before it. Those of the Navy 
Department were similarly increased, and the 
expenses of the civilian offices and activities 
were nearly doubled. 


The increases in the costs of government fol- 
lowing the First World War were almost as 
great in proportion as those following the War 
Between the States. In the first 10 years after 
the war the expenditures were 528 percent as 
great as those in the 10 years just before the 
war. 


From Cleveland Trust Co. Business Bulletin, June 
15, 1945. 
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POST-WAR SPENDING AND INFLATION 


HARLEY L. LUTZ 
Professor of Economics, Princeton University 


Digested from The Tax Review, May 1945 


N inflation is ordinarily manifested in 
two stages. The first stage is an in- 
crease in the volume of credit, the second 
stage is an advance in prices. In the cur- 
rent situation, the first stage has already 
occurred. Bank credit inflation has been 
produced by the sales of government bills, 
notes, and bonds to the banks. The sec- 
ond stage of the inflationary process has 
been held in check by a system of price, 
wage, and ration controls. Without these 
controls the trend of prices during the 
present war would no doubt have been 
similar, or even in excess of the trend 
during the first World War. While there 
is, potentially, a powerful inflationary 
force, there need not be as devastating a 
destruction of values through runaway 
prices as is implied in some of the talk 
about inflation. 

In view of the fact that in 1944 retail sales 
were $69.3 billion, and that during the recon- 
version period the quantity of civilian goods 
cannot be quickly increased, the existence of 
more than $100 billion of spending power, 
available for market use at the discretion of 
the holders, would offer the threat of a pres- 
sure on prices too strong to be resisted by any 
price control authority. 

This would no doubt be true if the entire 
amount which the SEC classifies as savings 
were to come into the market within a rela- 
tively short period of time. An examination 
of the SEC data provides the basis for con- 
cluding that this is not likely to happen. 


Estimated Gross Savings of Individuals, 
1940-1944 


(Billions) 
Class of Savings 

Currency and bank deposits 
Savings and loan associations _ 
Insurance and pension reserves 
Securities (including U. S. Savings 

Bonds $34.6 billion) —......._\......_ : 
Nonfarm dwellings Sie Dae 
Automobiles and other durable con- 

sumer goods 
Liquidation of debt not elsewhere 

classified 


Amount 


Se I I iis cstasininatne 
Total nonliquid savings ——.... _- 


Total liquid savings = 


In part the funds represent savings in the 
true meaning of the term, and in part they 
represent the accumulation of income receipts 
which were not spent as received because of 
rationing controls or the unavailability of 
goods. The apportionment of the total accum- 
ulation between these two purposes is the im- 
portant matter. 


Two questions arise in connection with these 
data. What proportion of total savings is 
likely to be spent? How rapidly will the 
spending occur? 

The part that seems least likely to involve 
spending after the war is the savings which 
have gone into houses and durable consumer 
goods. . 

The first category of the liquid savings is 
the currency and bank deposits, the holdings 
of which by individuals increased $51.6 billion. 
If we assume that holdings of business men 
constitute half of the total increase, then the 
potential amount of cash and deposits available 
for consumer spending would be $25.8 billion 
as of the end of 1944. If we assume, further, 
that individuals plan to use half of their share 
of the cash and deposits for some kind of 
investment then the amount which would be 
likely to come into the consumer goods market 
would be $12.9 billion, or one-quarter of the 
grand total. 

The additions to deposits in savings and loan 
associations have been small, but we might 
concede that half, or $1.2 billion, will be used. 

It is improper to classify insurance and 
pension reserves as liquid savings, as if they 
were available for spending like currency and 
bank deposits, or savings bonds. A _ small 
amount of cash will be realizable from these 
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savings, but it would be of’ no consequence as 
an inflation threat and is disregarded here. 

$34.6 billion consists of United States Sav- 
ings Bonds. These bonds are. widely held. 
The redemption rate may be expected to rise 
somewhat after the war, but there is no reason 
to believe that any large proportion of them 
will be presented promptly upon the conclusion 
of hostilities. A very liberal allowance would 
be one-fourth of the above total within one 
year or about $8.7 billion. 

Conversion of other government bonds and 
private securities into cash involves sale in 
the market, thereby absorbing cash from the 
buyers, except to the extent that new bank 
loans are involved. The amount of other se- 
curities is $6.7 billion. If we grant that half 
of this total is hypothecated or sold to pur- 
chasers who make use of new bank credits in 
buying them, the addition to the inflation 
money would be about $3.3 billion. 

Thus it appears that instead of total liquid 
savings amounting to $121.8 billion hanging 
over the consumer market, the amount is bare- 
ly more than one-fifth of that total. For good 
measure call it $30 billion, or one-fourth of 
the total so-called “liquid savings.” The logic 
of the case suggests that no large part of the 
savings earmarked for consumption spending 
is likely to come into the market at one time, 
or even in one year. 

The funds will be used under one of two 
circumstances: unemployment, when savings 
must be drawn upon to supplement unemploy- 
ment compensation and the purchase of goods 
which were not available during the war. 

A large backlog of accumulated demand ex- 
ists. It does not follow that this will lead 
to a mad scramble for the first units of post- 
war production or that many people will be 
ready to pay fanciful prices for what they 
want in order to get it immediately rather 
than wait a few months longer. 

It may be concluded, therefore, that while 
the inflation potential in the accumulated 
liquid savings is significant, even after being 
whittled down to realistic proportions, it is 
not necessarily menacing. If it were to be 
used in the market gradually, over some years, 
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it would be conducive to steady production 
and employment. On the other hand, if it 
were to be dumped into the market suddenly, 
it could seriously endanger price stability. 


The one thing that could convert the post- 
war marketing process from the orderly one 
outlined here into a mad scramble for goods 
at any price would be a first-rate price infla- 
tion scare. If enough people get the idea, 
rightly or wrongly, that the money represent- 
ed by their savings bonds, insurance policies 
and bank deposits is destined to decline rapid- 
ly in buying power, there could develop a 
spending spree in which a lot of innocent peo- 
ple would get hurt. 


Whether the people will release their sav- 
ings that have been earmarked for consump- 
tion in a flood or in an orderly flow will depend 
largely upon their views about the future pur- 
chasing power of these funds. Assurance of 
continued stability of purchasing power will 
be the factor best calculated to result in order- 
ly, prudent spending of the accumulated in- 
come intended for consumption purposes. 

The maintenance of confidence in the stabil- 
ity of our purchasing power is evidently a 
responsibility of government. Continuance of 
controls over prices, wages, and rationing will 
do little to preserve this confidence. Such con- 
trols after the war are quite likely to be con- 
strued as an admission of weakness. 


The post-war policy that would do most to 
maintain confidence in the stability of purchas- 
ing power should embrace the following: 


1. A moderate budget financed on a cash 
basis. This would stop credit inflation 
at its source. 

2. Taxation at a level sufficient to cover the 
budget and to provide for some debt re- 
tirement. 


. Repeal of all legislation under which 
there can be any tinkering with the cur- 
rency. 

. A green light to private enterprise to 
proceed with civilian production as 
promptly after the termination of war 
contracts as reconversion will permit. The 
early prospect of a reasonably adequate 
supply of goods will go far to prevent 
crowding and jostling to get them. 

A definite assurance that their liquid savings 
will not be evaporated by foolish public spend- 
ing, borrowing, and further credit inflation 
will make the people much more disposed to 
walk than run to the exit. 


0 


Chicago, Ill—John L. Sunde, president of 
the trust division of the Illinois Bankers Assn. 
and trust officer of the PIONEER TRUST 
AND SAVINGS BANK, was elected state vice 
president of the American Bankers Association 
Trust Division. 
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SWEEPING rule governing the taxa- 

tion of property transferred with a 
“possibility of reverter’” retained, was an- 
nounced by the Supreme Court in Fidelity 
Philadelphia Trust Co. (Estate of Anna C. 
Stinson, deceased) v. Rothensies, 45-1 USTC 
§ 10168, and Comm. v. Estate of Lester 
Field, 45-1 USTC § 10169, decided Febru- 
ary 5, 1945. 

In the Stinson case, the grantor (dece- 
dent) made the transfer in 1928, in trust, 
reserving the income to herself for life; 
then to pay the income to her two daughters 
for life; remainders at the death of the 
daughters to the surviving descendants of 
each per stirpes, with cross gifts if either 
daughter died without descendants; or if 
both daughters died without descendants, 
the corpus was to be paid to persons named 
in the decedent’s will. 

In the Field case the decedent died in 
1937, having created a trust in 1922, for the 
joint lives of two nieces, A and B, with in- 
come reserved to him for life; but should he 
survive his nieces the corpus was to be re- 
turned to him, otherwise to pass to the then 
income beneficiary. 

The Supreme Court held that in each case 
the transfer was one intended to take effect 
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at or after death and that for Federal Estate 
Tax purposes, the entire value of the corpus 
of a trust over which the settlor expressly 
retained a “possibility of reverter” (the 
right to receive back the property if the 
named beneficiary predeceased the grantor) 
was includible in the grantor’s estate—and 
not merely the value of the contingent right, 
itself, to regain the trust property. Nor was 
any credit to be allowed for the value of life 
interests created for others after the gran- 
tor’s death which were contingent upon sur- 
vival. The Court reasoned that until his 
death occurred, the decedent held a “string” 
over the property, delaying until then the 
determination of the ultimate possession or 
enjoyment of the property. 


Measure of Value 


HESE decisions implement Helvering v. 

Hallock, 309 U. S. 106 (1940), which 
determined that the grantor’s express re- 
servation of the right to regain the trust 
property should he survive the life tenant 
rendered the transfer one intended to take 
effect at or after death, within the meaning 
of section 811 (c) of the Code and includ- 
ible in the estate of the decedent. This, even 
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though the decedent died first. The Hallock 
decision, however, left unsettled the problem 
of how this “possibility of reverter” should 
be valued. 

Section 811(c) of the I. R. C. provides for 
inclusion in the decedent’s estate of the 
value at the time of his death of all prop- 
erty ... to the extent of his interest therein 
of which the decedent had at any time made 
a transfer... intended to take effect in pos- 
session or enjoyment at or after his death. 
The natural inquiry is, what was the dece- 
dent’s interest in the property at the time 
of his death where he retained a “possibil- 
ity of reverter”? 

An examination of the problem reveals 
several possible measures of valuation. One, 
the value of the entire trust property sub- 
ject to the decedent’s retained “possibility 
of reverter’; second, the value of the trust 
property less credit for the value of any life 
interests created for others by the trust in- 
strument; third, the value of the decedent’s 
chance to recover the property based upon 
the life expectancies of the beneficiaries in- 
volved whom he had to survive before he 
could regain the property, according to ac- 
tuarial formulae. 
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To clarify the implications of the Hallock 
doctrine, the Tax Court in a line of decisions 
and several of the Circuit Courts of Appeal 
concluded that where the “possibility of re- 
verter” in the settlor was remote according 
to the natural laws of human experience, its 
value would be disregarded and would not 
be included in his estate: Estate of Charles 
Delaney, 1 TC 781; Estate of Sally H. 
Henry, 4 TC No. 52; Comm. v. Kellogg, 119 
F (2d) 54; Lloyd v. Comm., 141 F (2d) 758. 
But in any event, the value of the reverter 
was to be measured by the probability that 
the corpus would be returned to the settlor 
upon the termination of the life estates and 
by ascertaining in terms of money what 
such interest would bring in the market: 
Estate of Sally H. Henry, supra. 

In the Hallock and companion cases (Cas- 
sell and Bryant) decided simultaneously, the 
Government conceded credit for the value 
of the life estate given to the life tenants 
other than the settlor. The Supreme Court. 
itself in two recent decisions involving the 
credit to be allowed for the donor’s retained 
“possibility of reverter” in gift tax cases 
recognized the “‘possibility of reverter” as a 
separate interest in property for which 
credit should be given where its value could 
be determined according to accepted actuar- 
ial formulae; but decreed that it was to be 
disregarded for credit if the “possibility of 
reverter” were so remote as to be incapable 
of valuation in this manner: Robinette v. 
Helvering, 63 S. Ct. 540; Smith v. Shaugh- 
nessy, 63 S. Ct. 545 (1943). 


Why Not Realistic Approach? 


7 HAT has happened to the legal char- 
acteristics of the “possibility of re- 
verter” in the interim between the Robinette 
and Smith cases and the Stinson and Field 
decisions? Is it no longer an interest in 
property? Why should the Supreme Court 
have swept into the decedent’s estate the en- 
tire property subject to the “possibility of 
reverter”? Why was not credit allowed for 
the life interest which were to come into en- 
joyment after the settlor’s death, contingent 
on the beneficiaries’ survival? Why were 
the natural laws of human survival and the 
actuarial tables based upon life expectancies 
ignored? Must our system of federal taxa- 
tion be applied with complete artificiality ? 
Might it not have been a more realistic 
approach to value the possibility of reverter 
itself retained by the decedent according to 
human experience, life expectancies and ac- 
tuarial standards. There should be no ser- 
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ious administrative difficulties involved. 
The Treasury Regulations already furnish 
the pattern for fixing the values of life es- 
tates, remainders and annuities, all of which 
are based upon life expectancies. 

Although the Supreme Court opinions in 
the Stinson and Field cases advance from 
point to point with logical sequence and per- 
suasive legal doctrine to arrive at their ul- 
timate conclusion that the whole property 
subject to the “possibility of reverter” 
should be taxable in the estate, the end re- 
sult is no more palatable from the stand- 
point of the practical application of the es- 
tate tax statute than it would have been had 
the casuistic reasoning been somewhat less 
convincing. 

A practical appraisal of our difficulties in 
integrating Federal estate and gift taxation 
calls for a more realistic and less artificial 
approach to what is involved in each trans- 
action from the economic and social point 
of view. At least, this has been the ration- 
ale of pronouncements of our court in de- 
cisions involving federal taxation: Gregory 
v. Helvering, 293 U. S. 465; Helvering v. 
Clifford, 309 U. S. 331; and Helvering v. 
Hallock, supra. 

Why then the departure now? 


Distinctions Already 


HE rule announced in the Stinson and 
Field cases gives the impression of a 
“penalty” application of the.principle of in- 
cludibility for Federal estate tax purposes 
of transfers intended to take effect at or 
after death if, forsooth, the settlor retains 
the natural interest which the owner of 
property should enjoy if the whole line of 
his intended beneficiaries is extinguished 
before his death. The Tax Court, apparently 
recognizing the harshness and inequity of 
the doctrine announced by the Supreme 
Court in the Stinson and Field decisions, 
has found facts to exist in two recent cases 
decided by it after the Supreme Court’s 
opinions which distinguished them suffi- 
ciently to avoid the application of the rule. 
In one case, where the decedent had trans- 
ferred his property in trust with a life in- 
come for each of his children and remainder 
over to their issue or to such child’s broth- 
ers and sisters or issue with the property, in 
the event of failure of such descendants, to 
revert to the decedent or his legal represen- 
tatives, the Tax Court held the transfer not 
includible in the decedent’s estate because 
one, the possibility of reverter was very re- 
mote; two, the estates created by the trust 
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indentures vested and became distributable 
independently of the death of the grantor, 
so that his death was not the intended event 
which would have changed or affected in 
any way the devolution of the trust estates; 
three, the decedent reserved no power of ap- 
pointment, contingent or otherwise, and 
held no string over the corpus at the time of 
his death: Estate of Harris Fahnestock, 4 
TC No. 129 (April 3, 1945). 

In another case, the decedent made a de- 
posit with an insurance company for the 
benefit of those of her grandchildren then 
living or thereafter born who should attain 
the age of 21, subject to the possibility of 
reverter in the decedent or her estate as to 
that part of the fund remaining in the event 
that the last surviving grandchild should 
die before reaching 21. Here, again, the 
Tax Court refused to include the transfer in 
the decedent’s gross estate for Federal Es- 
tate Tax, relying upon the reasons stated by 
it in the Fahnestock case: Estate of Mary 
B. Hunnewell, 4 TC No. 132 (April 16, 
1945). But see Goldstone v. U. S., discussed 
in note at end of this article. 

It would seem that the decisions of the 
Supreme Court in Stinson and Field have 


jut biblshel = 


REVISED EDITION OF 
Roswell Magill’s 
TAXABLE 
INCOME 
—a complete, up-to-date study resulting from 


the important developments of the decade 
since the author’s well-known original volume. 











HE pattern of what the courts have held 
under successive laws to date, presented as a 
guide to judgment in situations—corporate, in- 
dividual or fiduciary—which involve the question, 


“Does this transaction or course of action, un- 

der its attendant circumstances, give rise to 

taxable income?” 
Purpose of the book is to assist in developing an under- 
standing and philosophy in these tax matters; to outline 
and clarify the reasoning which the federal courts and 
Congress have followed through the years. Available de- 
cisions of the Supreme Court especially have been ex- 
amined and analyzed. The book traces the trends of legal 
interpretation of the meaning of income, making explicit 
the tests and standards utilized in deciding points at issue. 
THE AUTHOR. A member of the New York Bar, 
Professor of Law at Columbia University and a former 
Under-Secretary of the Treasury, Roswell Magill needs 
no introduction in the field of taxation. 49] pages $6.00 


THE RONALD PRESS COMPANY 
15 East 26th Street New York 10, N. Y. 
ES ee i 





70 


not laid to rest entirely the ghost of the 
“possibility of reverter” problem. The Tax 
Court will continue to scrutinize each case 
in an effort to determine whether there are 
distinguishing features in the facts of the 
matters before it, to take the case out of the 
ambit of the doctrine for which the Stinson 
and Field opinions stand and thus to avoid 
its rigors. Only time and the ultimate de- 
cision of the Supreme Court will tell wheth- 
er the distinctions sought to be established 
by the Tax Court are founded upon solid 
legal principles or are merely nebulous ten- 
ets conjured up to relieve the burdensome 
consequences of the pronouncement of the 
Supreme Court in the “possibility of revert- 
er” situations. 


NOTE: Since the article was written, the 
Supreme Court, on June 11, 1945, handed 
down its decision in Goldstone v. United 
States. It vitiates the distinction which the 
Tax Court sought to make in Estate of Mary 
B. Hunnewell, supra. By it, the doctrine of 
possibility of reverter as announced in the 
Stinson and Field cases discussed above was 
extended to life insurance-annuity com- 
bination contracts. In the Goldstone case, 
the decedent in 1933 purchased a life in- 
surance-annuity combination in which his 
wife was described as purchaser. She 
owned all rights in the policy and the an- 
nuity contract during her life except the 
right to receive certain semi-annual pay- 
ments under the annuity contract. Upon 
the decedent’s death, the proceeds of the 
insurance and the balance under the annuity 
contract were to be paid to the wife or, if 
she preceased him, to their daughters or, if 
they were dead, to the decedent’s estate. 
The decedent predeceasd his wife and 
daughters. 
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The Court concluded that the essential 
element which compelled the inclusion of the 
life insurance-annuity contract proceeds in 
the decedent’s estate was his possession of a 
reversionary interest at the time of his 
death which delayed until then the deter- 
mination of the ultimate enjoyment of the 
property; that the existence of such an in- 
terest constituted an important incident of 
ownership sufficient by itself to support the 
imposition of the tax under the provisions 
of the then section 302(c) of the Revenue 
Code, relating to transfers intended to take 
effect in possession or enjoyment at death. 
Neither is it material that the events ( death 
of wife and daughters before him) upon 
which the ripening of the decedent’s rever- 
sionary interest depended never occurred or 
that they are beyond the decedent’s control. 
Such unrealized possibilities, if significant 
at all, ofily add to the remoteness of the re- 
versionary interest. The imposition and the 
valuation of the estate tax are based upon 
the interests in actual existence at the time 
of the decedent’s death. 


It must be pointed out that the Goldstone 
case arose prior to the Revenue Act of 1942 
which amended the Code to provide specifi- 
cally that on and after October 22, 1942, the 
retention of a reversionary interest by the 
insured in a life insurance policy should not 
be deemed to be an incident of ownership 
sufficient, of itself, to cause inclusion of life 
insurance proceeds in the decedent’s estate: 
Section 811(g)(2)(B) Internal Revenue 
Code as amended by 1942 Revenue Act. 
Nevertheless, the rule of the Goldstone case 
would seem to apply to all life insurance- 
annuity combinations, irrespective of the 
date of their issuance because the Court has 
construed them to contain none of the true 
elements of insurance risk: Helvering v. 
Le Gierse, 312 U.S. 531 (1941). 


The warning to be taken from the Gold- 
stone decision is that life insurance-annuity 
combinations now in force should be reex- 
amined promptly and changes made, if ne- 
cessary, to eliminate the reversionary inter- 
est of the insured-annuitant. As to future 
contracts, care should be exercised that such 
“estate tax inviting” provisions should not 
appear therein. 


Providence, R. I.—Robert S. Grant, trust 
officer of the INDUSTRIAL TRUST CO., was 
elected state vice president of the Trust Di- 
vision of the American Bankers Association. 
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Income Tax 


Legal expenses deductible. In 1940, trus- 
tees paid out $25,000 for legal fees and ex- 
penses in connection with income tax litiga- 
tion and for other legal advice and claimed 
deduction therefor on trust’s income tax re- 
turn. Commissioner disallowed deduction. 
HELD: Trustees are entitled to deduction 
as non-business expenses under Section 23 
(a) (2) of I.R.C. The expenses were in- 
curred “for the management, conservation, 
or maintenance of property held for the pro- 
duction of income” within the scope of the 
section despite the fact that the trust had 
terminated and the trustees were under a 
legal duty to distribute property among re- 
maindermen. It was immaterial that the 
expenses were not for the production of in- 
come. The Government’s contention that ex- 
penses incurred on the distribution of the 
corpus were non-deductible because they 
pertained to the devolution of the trust 
property, was overruled. Sec. 19.23(a)-15 
of Regs. 103, which denies deduction of ex- 
penses of tax litigation, is invalid. Bing- 
ham Trust v. Comm., U.S. Sup. Ct., June 4. 

Legal fees of executor deductible. In 
1940, taxpayer incurred legal fees in con- 
nection with suit brought before State Su- 
preme Court to establish her right to act as 
co-executor of her deceased husband’s es- 
tate, and also to establish her right to execu- 
tor’s fees after she had been disqualified by 
County Orphans’ Court; she was reinstated. 
Legal fees of $50,000 claimed as deduction 
on her return were disallowed. HELD: De- 
duction allowed under Sec. 23(a) of I.R.C., 
either as an ordinary and necessary busi- 
ness expense, or as a non-business expense 
paid for the production or collection of in- 
come. Crawford v. Comm., 5 T. C. No. 10, 
May 22. 

Trust income not taxable to grantor. In 
1936, taxpayers set up for their four chil- 
dren long term irrevocable trusts with fath- 
er as trustee. During children’s minority 


trustee had discretion to distribute income. 
Between ages 21 and 30 a percentage dis- 
tribution of the trust estate was manda- 
tory. Balance of the trusts was distribut- 
able between ages 30 and 50, at which latter 
age termination of trust was mandatory. 
There was no reversion to the grantors; 
they did not retain any power to alter or 
amend. HELD: Trust incomes were not 
taxable to grantors under Secs. 22(a), 166 
or 167, of I.R.C. Leonard v. Comm., T. C., 
Memo, May 21. 

Loss allowed on sale of inherited yacht. 
In May 1938, taxpayer inherited from hus- 
band a yacht having a market value of $12,- 
000. In April 1939, it was sold for $8,700 
and the loss was claimed as deduction on in- 
come tax return. The purpose or state of 
mind as well as conduct clearly evidenced 
the fact that taxpayer wanted to realize cash 
from the sale of the yacht. No personal use 
was made of yacht which was kept in stor- 
age until sold. HELD: Loss allowed as 
transaction was entered into for profit. 
Marx v. Comm., 5 T. C. No. 19, May 31. ; 

Essay prize award not taxable. Tax- 
payer wrote essay and was awarded $3,000 
prize, being the income from the Ross Fund 
of $100,000 bequeathed to the American 
Bar Association. HELD: The prize money, 
being a gift within the meaning of Sec. 
22(b) (3) of I.R.C., was not taxable. A 
careful analysis of the circumstances, docu- 
ments and law is made and the distinction 
between non-taxable gifts and taxable in- 
come is pointed out. McDermott v. Comm., 
C.C.A.-D.C., June 18. 


Estate Tax 


Insurance and annuity contracts pro- 
ceeds taxable. The decedent had two sin; 
gle premium contracts consisting of insur- 
ance policy and annuity contract under 
which his wife was designated as “owner” 


and “purchaser” respectively. Both pro- 
vided that wife’s rights on her death should 
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pass to decedent and should wife and two 
daughters (the beneficiaries) predeceased 
him, then benefits accruing upon his death 
would be payable to his estate. In the lower 
Court it was conceded that the proceeds of 
the contracts were not insurance within the 
meaning of Sec. 302(g) of the 1926 Act. 
HELD: Because of possibility of reverter, 
insurance proceeds were includible in gross 
estate of decedent under Sec. 302(c) of 
I.R.C., in accordance with the rule in Hel- 
vering v. Hallock, 309 U. S. 106. Goldstone 
v. U. S., U. S. Sup. Ct., June 11. Cf. article 
by Edward Polisher in this issue. 


Transfer in trust taxable where power 
of appointment reserved. In 1930, dece- 
dent set up irrevocable trust reserving in- 
come for life and providing that on her 
death, corpus was to go in equal shares to 
her then living children or the issue of any 
deceased child taking such parent’s share 
per stirpes. However, if no child or issue of 
child survived, then corpus was to be dis- 
tributed as decedent might appoint by wiil; 
otherwise, property was to be paid over to 
her heirs. At death three children and one 
grandchild survived. HELD: Value of trust 
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corpus is part of gross estate because of the 
power of appointment reserved to the grant- 
or. Eldredge v. Rothensies, C.C.A.-3, June 
12. 

Inter vivos gifts, revocable by law, tax- 
able. In 1922 decedent, resident of Louisi- 
ana, made inter vivos gifts to his wife of 
community property valued, for estate tax 
purposes, at $270,000. The State Code pro- 
vides that all gifts made between married 
persons shall always be revocable by the 
donor. Decedent died without exercising 
power to revoke the gift. Commissioner in- 
cluded one-half of the property so trans- 
ferred in decedent’s gross estate. HELD: 
Inter vivos transfer is includible in dece- 
dent’s gross estate under Sec. 302(d) of 
1926 Act. Vaccaro et al., Execs. v. U. S., 
C.C.A.-5, June 14. 


Interest in partnership taxable. Under 
agreement father transferred three-eighths 
interest in partnership to son in event part- 
nership was in existence at date or father’s 
death. HELD: Transfer is taxable as tak- 
ing effect at or after death, on the theory 
that only the death of decedent ended all 
possibility of reverter to his estate in event 
of dissolution of firm prior to death of dece- 
dent. Est. of Carter v. Magruder, C.C.A.-4, 
May 16. 


Gift Tax 


Exclusions disallowed. During 1936 tax- 
payer set up trusts for his five children, 
three of whom were minors. During 1937 
and 1938 additional gifts were made there- 
to. Trusts provided for accumulations until 
beneficiaries reached age 21. HELD: Gifts 
in trust were gifts of future interests. Only 
one-half of the corpus was distributable at 
age 45, to the beneficiary if living. Enjoy- 
ment of the corpus was obviously postponed. 
Comm. v. Disston, U. S. Sup. Ct., June 4. 


Revenue Bureau Rulings 
and Tax News 


Power of Appointment Release Extend- 
ed. The time within which powers of ap- 
pointment may be released free of federal 
estate and gift tax has been extended again, 
to July 1, 1946. 


Pension Trust Bulletin. Ninety-page 
bulletin released by Treasury Department 
explains Secs. 23(p)(1)(A) and (B) of 
I.R.C., pertaining to deductions for employ- 
er’s contributions under pension and an- 
nuity plans for taxable years 1942 and later. 
It contains much specific information. 
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P. S. No. 49. Explains Sec. 29.165-1(a) 
of Regs. 111 regarding conditions under 
which investment of pension trust funds 
may be made in stock or securities of em- 
ployer. 


Pension Trust Ruling. Outlines proce- 
dure to be followed by employers who filed 
income tax returns without furnishing all 
information required by Sec. 29.23(p)-2 of 
Regs. 111. (Special Letter Ruling dated 
April 28.) 

I. T. 3736. Holds that executor’s or ad- 
ministrator’s commissions, which under 
New York Law are allocable to income re- 
quired to be included in the gross income of 
the estate for federal income tax purposes, 
constitute an allowable deduction under Sec. 
23(a) (2) of I.R.C. Such commissions are 
deductible for year in which paid or accrued, 
depending upon basis of accounting of es- 
tate, and may not be pro-rated over period 
during which services of executor or ad- 
ministrator are rendered. 

Ruling on Endowment Insurance. Holds 
that although option is formally exercised 
shortly after maturity date, installment set- 
tlement of endowment insurance is taxable 
as anannuity. (Special Letter Ruling dated 
February 18.) 

T. D. 5455. Regulations relating to 
avoidance of double death taxes. Gives ex- 
planations and illustrations of death duty 
liability with respect to Canadian securities 
held in estates of United States decedents. 

Mim. 5872. Supplements T. D. 5455, with 
reference to procedure in figuring credit for 
Canadian tax paid by estates of United 
States decedents. Explains use of supple- 
mental Forms 706b, 706c, and 706d, in get- 
ting credit for Canadian succession duties. 
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In the little more than eight years since the 
original edition of this volume appeared, there 
have been some radical revisions in the con- 
cept of taxable income. In the trust field, for 
example, the doctrine of the Clifford case has 
given birth to a host of decisions. The purpose 
of this book—and a practical one it is—is to 
assist the practitioner in developing a funda- 
mental philosophy of the subject of income 
taxation, “a structure strong enough to stand 
the strains of the daily accretions of judicial 
decisions and the annual Congressional amend- 
ments.” The book outlines and criticizes the 
reasoning and analysis which courts and Con- 
gress have followed in answering the question: 
“What is taxable income?” 


It would be difficult to find someone more 
qualified than Mr. Magill to undertake this 
assignment. Former Undersecretary of the 
Treasury, professor at Columbia Law School 
and active practitioner with one of the leading 
law firms of the country, Mr. Magill thus pos- 
sesses an unusual background. These three 
types of experience are evident in the well- 
rounded discussion of this difficult subject. 


Part I deals with “The Requirement of Real- 
ization,” treating chiefly of corporate distri- 
butions and transactions. Part II, “Character- 
istics of Income,” covers such matters as trusts 
to pay debts and family obligations, and the 
element of control with particular reference to 
community property, revocable trusts and 
short-term trusts. “The Source of the Pay- 
ment” occupies Part III and embraces such 
topics as tax basis of donated property, an- 
nuities and bequests of periodical payments. 

Eight years ago, this reviewer, writing of 
the original edition, said: “The book is a truly 
important contribution to tax learning.” This 
edition deserves a similar encomium. 
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RECENT STATE LEGISLATION* 
AFFECTING FIDUCIARIES 


Alabama 


H. B. 370-373 incl.: Make State income 
tax law conform to Federal law respecting 
income tax consequences of payments to em- 
ployee benefit plans. 

H. B. 253: Exempts pension and profit 
sharing trusts from rule against perpetui- 
ties. 

(These five measures are awaiting Gov- 
ernor’s signature. ) 


Massachusetts 


Ch. 238: Provides that where a married 
person dies intestate leaving kindred but no 
issue the surviving husband or wife takes 
the first $10,000 (instead of the first $5,- 
000, as under the existing law) and half the 
balance. It makes no other change in the 
law. Statute applies to the estates of per- 
sons dying on or after August 1, 1945. 

Ch. 185: Makes issue of void marriage, 
born or begotten before marriage was de- 


*Continued from June issue, page 581. 
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clared void, the legitimate issue of the par- 
ent capable of contracting the marriage. 


Ohio 

H. B. 115: Conforms Ohio law to Federa! 
Statutes with reference to the order in 
which payments of the debts of an estate 
are to be made. 

Substitute S. B. 180: Grants corporate 
fiduciaries the privilege of placing in the 
name of a nominee stock and other regis- 
tered securities held in any fiduciary ca- 
pacity. 


Rhode Island 


Ch. 1592: Provides that if testator ap- 
points more than one executor and any one 
of them dies, does not qualify, or, having 
qualified, shall die, resign or be removed, or 
become incapable of acting, upon the peti- 
tion of any party in interest, the Probate 
Court may appoint an administrator with 
the will annexed to fill such vacancy, and if 
he qualifies, he shall have all the powers 
which the executor in whose place he was 
named would have had, provided the wiil 
contains no express provision contrary 
thereto. 


Ch. 1563: Provides that notwithstanding 
the sufficiency of the personal property to 
pay the debts, funeral expenses, and other 
charges, the executor or administrator may 
sell the real estate of a deceased person 
whenever in the discretion of the Probate 
Court such action seems desirable in effect- 
ing prompt and efficient settlement of the 
estate, provided that such authority shall 
not be given with reference to real estate 
specifically devised. 


Wisconsin 
Ch. 177: Repeals Sec. 319.37(2) of the 
Wisconsin Compiled Statutes which had ex- 
pressly limited the compensation payable to 
a guardian of an incompetent war veteran 
to 5% of the veteran’s income accounted for 
by such guardian. 


Ch. 280: Grants the right of deduction of 
federal estate tax from Wisconsin inheri- 
tance tax only to the extent that it is levied 
on the same value of the property on which 
the Wisconsin inheritance tax had been com- 
puted. Further grants reciprocal exemp- 
tion on inheritance tax in the case of non- 
resident decedents only if the state inheri- 

(Continued on page 80) 
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Assets — Administration — Executor de 
son tort — Acts Validated by Subse- 
quent Appointment 


District of Columbia—Municipal Court of Appeals 
Penn v. Whidden, 73 Washington Law Reporter 480. 


Action was brought by appellee as admin- 
istrator for an accounting of amounts collected 
by appellant while latter was employed as 
housekeeper in the operation of a rooming 
house during a brief period following the de- 
cease of appellee’s mother, the intestate. The 
only asset of the estate was the rooming house 
business. A week after the death, the de- 
cedent’s son employed appellant as housekeeper 
and she conducted the business for a period 
of seven weeks. Thereafter appellant pur- 
chased the business for $600. Some time later 
the son was appointed administrator of his 
mother’s estate and filed suit to collect the 
net profits of the business for the seven weeks 
preceding the sale. The appellant claimed 
that her contract was with appellee individual- 
ly and may not be sued on by him or admin- 
istrator. In affirming the decision of the lower 
Court the Appellant Court 


HELD: The general rule is that where one 
has so conducted himself, as here, by the man- 
agement of a business and the sale of assets 
belonging to a decedent, he becomes an exe- 
cutor de son tort, his subsequent appointment 
as administrator relates back to the death of 
the intestate and his acts as executor de son 
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tort, though void, are thereby made valid. Ap- 
pellee’s employment of appellant to assist in 
carrying on the business, thus preserving an 
asset of the estate until a sale could be had, 
was validated by his later appointment and 
the rights under the agreement of employ- 
ment were enforceable by or against him as 
administrator. 


a 





Compensation — Discretion in Court to 
Award Extra Fees to Fiduciary 


Arizona—Supreme Court 
Byrd v. Phoenix Sav. Bank & Trust Co., 158 P. 2d 657. 


Appellant and appellee were co-executors 
and trustees under the Will of Rudolph. Luis 
Balke, deceased. After thirteen years of ser- 
vice the appellee resigned and upon its final 
account and petition for compensation was 
awarded $8,300 for extraordinary services. Ap- 
pellant objects to this allowance. 


HELD: 1. Compensation allowed an exe- 
cutor or administrator is a matter peculiarly 
within the knowledge of the court before 
which the estate was probated and the allow- 
ance will not be disturbed in the absence of the 
abuse of sound discretion. 


2. The fact that it is necessary to keep 
an estate open beyond the time required by 
law may be considered on the question of the 
compensation for extraordinary services. 


0 
Conflict of Laws — What Law Governs 


Legitimation 
California—Supreme Court 
Estate of Lund, 26 A. C. 392. 


Petitioner Bert Lund was the illegitimate 
son, born in Norway in 1883, of Andrew Lund. 
Andrew came to Minnesota and married at 
some time prior to 1904, at which time peti- 
tioner came from Norway and was received 
into his father’s family with consent of An- 
drew’s wife (not Bert’s mother). In 1906, An- 
drew removed to New Mexico, taking petitioner 
with him, petitioner continuing to live as a 
member of the family. Both in Minnesota and 
in New Mexico, petitioner was publicly recog- 
nized and acknowledged by Andrew as a son. 
Petitioner went under the name “Lund,” al- 
though his mother’s name was Anderson. In 
1941, Andrew, then a resident of California, 
died, leaving an estate in California, and a will 
devising his estate to his children, Frank and 
Lillian, not mentioning petitioner. California 
Civil Code, Section 230, provides that the 
father of an illegitimate child, by publicly 
acknowledging it as his own and receiving it 
as such into his family with the consent of his 
wife, adopts it as such, and.such child is there- 
upon deemed for all purposes legitimate. Pres- 
ent appeal is from an order denying petition- 
er’s claim as pretermitted heir. 
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HELD: Under the statute, petitioner was 
legitimated, even though there were no cor- 
responding provisions in the law either of 
Minnesota or of New Mexico where the cog- 
nizable legitimating acts took place, and not- 
withstanding fact that legitimation of peti- 
tioner took place after he attained majority. 


————o 


Perpetuities — Restraints on Alienation — 
Effect of Power of Sale 


California—District Ccurt of Appeal 
Estate of Plaut, 69 A.C.A. 259. 


Plaut’s will left his estate in trust for his 
daughter for life, giving her power of appoint- 
ment by will to her issue, and in default of 
appointment, to her issue per stirpes; provid- 
ing further that if issue of the daughter took 
in default of appointment, the trustees should, 
during the minority of the issue, hold the 
corpus and apply the income to the support, 
etc., of such issue during their minority, pay- 
ing the corpus to such issue on attaining the 
age of twenty-one years, except that in the 
case of issue of the daughter born in testator’s 
lifetime, the trustees were to hold the property 
in trust until such issue attained twenty-five, 
transferring one-half of the corpus to such 
issue at twenty-five and holding the other one- 
half until he or she should attain the age of 
thirty. The only issue of testator surviving 
him were his daughter and a granddaughter. 
By a codicil, testator left a $15,000 legacy to 
his nurse. The granddaughter petitioned to 
revoke the codicil on the ground of undue in- 
fluence. From an order dismissing the peti- 
tion on the ground that the granddaughter was 
not an interested party having the right of 
contest, the granddaughter appealed. 


HELD: Order reversed. Respondent (the 
legatee) contended among other things that 
the trust was void because restraining alien- 
ation beyond the period permitted by law. Re- 
garding this, the court says, “There is no re- 
straint against alienation, because the trustee 
is given power of sale as to all of the trust 
property.” This is an obvious mistake. Estate 
of Maltman, 195 Cal. 648, 234 P. 898 (1925); 
Grand Rapids Trust Co. v. Herbst, 220 Mich. 
321, 190 N.W. 250 (1922); Re Tower, 49 
Minn. 370, 52 N.W. 27 (1892) ; Haynes v. Sher- 
man, 117 N. Y. 483, 22 N.E. 988 (1889). 
Since apparently the property was to vest in 
the daughter’s issue at her death (even though 
possession and power to convey an estate in 
possession was postponed under some circum- 
stances until the daughter’s issue attained 
thirty years), there was no violation of the 
common law rule against perpetuities. That 
question is not involved, but it seems there 
was a violation of Section 715 of the Civil 
Code of California relative to restraints on 
alienation in so far as grandchildren born af- 
ter the testator’s death are concerned. Sec- 
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tion 772, to which the court refers, providing 
that a contingent remainder in fee may be 
created upon a prior remainder in fee, to take 
effect in the event that the persons to whom 
the first remainder is limited die under the age 
of twenty-one years, or upon any other con- 
tingency by which the estate of such persons 
may be determined before the beneficiaries 
become twenty-one years of age, does not 
seem to be involved, as no such remainder was 
here created. 

The result of the case seems correct, because 
the granddaughter did have such an interest 
as would entitle her to contest the codicil. 


a 
Powers — Appointment — Exercise Held 
Invalid — Apportionment of Annuity 


Payment Denied 


Wisconsin— Supreme Court 
Will of Petit, 18 .N.W. 2d 339. 


Testator bequeathed $200,000 to a trustee to 
pay an annuity of $12,000 in equal monthly 
installments to his son, and to pay the remain- 
ing principal to the son at the close of twenty 
years. The will further provided that in case 
of the son’s death during the twenty-year pe- 
riod, he might by will appoint the residue of 
the trust fund “to his wife, if he leaves children 
by said wife him surviving, and to his children, 
or any other of my descendants.” The son died 
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childless within the twenty-year period, leav- 
ing a will in which he appointed the residue of 
the trust fund to his wife. His death occurred 
on January 18, and his executors contended 
they were entitled to a proportionate part of 
the $1,000 annuity payment which would have 
been due February 1. The county court so 
held, and further held that the appointment 
of the principal to the wife was valid. 


HELD: (1) The power to appoint the cor- 
pus to the son’s wife was expressly made con- 
tingent upon the son having children by said 
wife, and since he had none, the appointment 
was invalid. To hold otherwise would require 
the court to transpose words in the will, which 
the court cannot do. 

(2) An annuity is not apportionable, except 
perhaps where it is given for the support of 
the beneficiary. Here, the father’s will made 
no mention of the son’s support; hence the exe- 
cutors of the son’s estate are not entitled to 
any part of the monthly payment for the 
month in which the son died. 


——_——0 


Bangor, Maine—John P. Vose, trust officer, 
MERRILL TRUST CO., was elected state vice 
president of the Trust Division of the Amer- 
ican Bankers Association. 
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Taxation — Estate & Inheritance Taxes — 
Proration Against Insurance Companies 
— Exemption of Legacies from Taxes 


Pennsylvania—Supreme Court 
Moreland Estate, 351 Pa. 623. 


The Act of July 2, 1937, P.L. 2762, adding 
Section 48.1 to the Fiduciaries Act of 1917, 
P.L. 447, provides, inter alia, that whenever 
an executor has paid Federal estate tax, “the 
amount of the tax so paid, except in a case 
where a testator otherwise directs in his will, 
shall be equitably prorated among the persons 
interested in the estate to whom such property 
is or may be transferred, or to whom any 
benefit accrues .. .” 


The decedent had outstanding large policies 
of insurance, annuity contracts and the like, 
on which Federal estate tax was levied. In 
his will he directed that “each and every be- 
quest made by me in this my last will and 
testament shall be free and clear of any and 
all Federal Inheritance Tax and free and clear 
of any and all Pennsylvania Collateral Inher- 
itance Tax.” 

On application, the court below entered a 
decree that the tax should be prorated among 
the insurance companies and that the amounts 
so prorated should be paid by them forthwith 
to the executors; the companies were author- 
ized to deduct such payments from the benefits 
accruing to the beneficiaries under the policies 
and annuity contracts, and the beneficiaries 
were ordered to surrender the policies and 
contracts to the companies for cancellation, 
the companies to issue and deliver in exchange 
new insurance and annuity ‘certificates which 
should provide for the payment of amounts 
properly reduced by reason of the taxes paid 
by the companies. The court also held that 
the executors could not retain from the leg- 
acies given to certain individuals any portion 
of the tax ultimately chargeable to them as 
beneficiaries under the policies and annuity 
contracts, this being based on the quoted pro- 
vision in the decedent’s will. 


HELD: Reversed with respect to the order 
made on the insurance companies on the 
ground that they are not “persons interested 
in the estate” as defined in the Act, such per- 
sons being the annuitants and the persons en- 
titled to receive the proceeds of the insurance 
policies “for they are the ones who acquired 
property or interests in the estate at the time 
of decedent’s death.” 


“these insurance companies are not in possession of 
any funds or property belonging to or acquired from 
decedent’s estate; occupying the status of debtors and 
not of beneficiaries they do not fall within the pur- 
view of the Proration Act. Nor does that act, as it 
might have done, make them withholding agents for 
the collection of the prorated portions of the tax; 
only, therefore, by legah prccess effecting a sequestra- 
tion or attachment can the executor collect from them 
the amounts due from the beneficiaries, and then only, 
of course, in such instalments, at such times, and in 
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such manner as is stipulated in the policies; any com- 
pulsory acceleraticn of the payments would constitute 
an impairment of the obligation of the contracts.” 


On the subjection of collection of their share 
of the tax from the pecuniary legatees, the 
court below was also in error in holding that 
the executors could not retain from the lega- 
cies payable to them the prorated amounts of 
tax due by reason of their interests as bene- 
ficiaries or annuitants under the policies and 
annuity contracts. The quoted provision in 
the decedent’s will applies only to the taxes 
which would otherwise have been allocated to 
such legacies, not to taxes for which the lega- 
tees might be liable because of other property 
which they received but which did not pass 
to them under the will. The portions of the 
tax due from them as beneficiaries of this ex- 
tra-testamentary property can be collected 
from them by the executor, as in the case of 
any other debt, out of any assets they own, 
including the legacies payable to them under 
the will. Nothing in the will indicates an in- 
tention that the portions of the federal estate 
taxes due by reason of such extra-testamen- 
tary property should be paid out of the resi- 
duary estate instead of by the beneficiaries 
themselves. 


The Court refused to sustain the contention 
of the appellants that the Act was unconstitu- 
tional. 

re) 


Taxation — Estate & Inheritance —- When 
Does Transfer Take Effect in Possession 
or Enjoyment at Death 


California—Supreme Court 
Estate of Madison, 26 A.C. 373. 


In 1935 Madison created three trusts, one 
for each of two daughters and one for his son. 
Each trust was to continue for life of trustor, 
income from son’s trust to be accumulated, in- 
come from daughters’ trusts to be paid to 
them. Trustee was authorized to make partial 
distributions to the beneficiaries under certain 
conditions. Each trust was to terminate at 
trustor’s death, corpus (and accumulated in- 
come in case of son’s trust) “to go to and 
vest in” the respective beneficiaries. If a ben- 
eficiary did not survive the trustor, property 
was to go as beneficiary might appoint by will, 
otherwise to his or her children and their 
heirs. There was no power of revocation or 
amendment. Interests of beneficiaries were 
subject to spendthrift provisions. Trustor was 
never trustee of the daughters’ trusts, and in 
1938, three years before his death, ceased to be 
trustee of the son’s trust. The trusts were not 
found to be in contemplation of death. 


HELD: The trusts took effect in possession 
or enjoyment at the donor’s death, even 
though decedent retained no interest, actual 
or contingent, in the property or income there- 
from. Ground of decision is that as far as 
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beneficiaries are concerned the transfers did 
not become fully effective until death, and it is 
therefore immaterial that they were, as to the 
trustor, effective when the trusts were made. 

NOTE: It is believed that this decision 
goes beyond the concept usually entertained as 
to what constitutes a transfer taking effect in 
possession or enjoyment at death. As far as 
the trustor was concerned, the trusts took ef- 
fect upon their creation. It is true that as 
far as the children of the trustor, the primary 
beneficiaries, were concerned, their interests 
became fully vested only at the trustor’s death. 
However, since each of the trusts set up a 
scheme for succession to the trust property, it 
seems immaterial whether the rights of par- 
ticular beneficiaries were augmented or in any 
way affected by the trustor’s death. As a mat- 
ter of legislative intent, the result seems doubt- 
ful. 
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Wills -— Construction — Bequest of 
“Money” Construed to Include all of 
Testator’s Personal Property 


Rhode Island—Supreme Court 
Industrial Trust Co. v. Saunders, 42 A. 2nd 492. 


Decedent wrote his own will in which the 
only dispositive clause was: “I give & Be- 
queath all my Money & Real Estate to Ruth 
Ross.” The estate consisted of real estate, 
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cash, shares of stock, dividend checks, promis- 
sory notes and household furniture. 


HELD: In view of the testimony that Ruth 
Ross had visited him constantly, that her 
father had been the testator’s closest friend 
for nearly fifty years, and that the decedent 
drew his own will and since he evidently had 
in mind but two classes of property, viz. real 
estate and personal property and considering 
also the strong presumption against partial 
intestacy, the word “money” was used by the 
decedent to mean personal property, and Ruth 
Ross was entitled to the entire estate. 


‘0 


Wills —— Construction — Conditional Leg- 
acy — Presumption Against Intestacy 


Massachusetts—Supreme Judicial Court 
Dansereau v. Dansereau, 1945 A.S. 765. 


The will provided that “if my sister,” J, 
“shall survive me,” the entire estate was to go 
to her, but in trust, with a bank as trustee, to 
pay her the income for life. Then followed a 
provision that the trust should continue until 
M, the youngest child of C (the petitioner, 
admx c.t.a. and sole heir at law) should reach 
21, when the estate should be divided equally 
between C and her children. J died four years 
before the testatrix. C contended that the 
whole legacy was contingent on J surviving 
the testatrix, and as she predeceased her it 
failed and the whole estate went to C as the 
only heir. The will was poorly drawn. 


HELD: There was no intestacy. It was un- 
likely that the testatrix would allow the will 
to stand for four years before her death if it 
had ceased to have any meaning. It is always 
improbable that a testator who takes the trou- 
ble to make a will intends to have an intestacy. 
In this case if the condition as to survivorship 
were transposed from the beginning of the 
paragraph to the end, a transposition which 
can be made if the whole will justifies it, the 
meaning of the clause becomes plain, the con- 
dition as to survivorship applying only to the 
life estate. 


0A Virginia institu- 
tion, established in 
1865, with thoroughly 
modern trust facilities. 
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Wills —- Probate —- Subsequent Marriage 
Without Birth of Issue Does Not Revoke 
Will — Mutilation of Copy Ineffective 


Wisconsin—Supreme Court 


Will of Wehr, 18 N.W. 2d 709. 


The testator, a widower without children, 
executed his will in 1937 giving his estate to his 
brothers and sisters. He married in 1938 and 
died in 1944 without changing the will. No 
children were born of the marriage. His widow 
contested the will on the ground that the mar- 
riage impliedly revoked it, and on the further 
ground that he revoked the will by tearing out 
the signature section of a conformed copy of 
the will which was found in his desk after his 
death. 


HELD: (1) The ancient common law rule 
that marriage without birth of issue does not 
revoke a pre-existing will is still in force in 
Wisconsin. The statutes which have enlarged 
the wife’s right of inheritance in the husband’s 
property have not made such a fundamental 
change in property rights as to abrogate the 
rule. Being a rule of property, it should be 
changed only by the legislature, not by the 
court. Hence the will was not revoked by the 
remarriage. 


(2) The fact that the marriage of the test- 
tor happened to take place in a state where it 
is provided by statute that marriage of a 
testator revokes his will, does not affect the 
will of this testator who was always a resident 
of Wisconsin. The question whether a _ will 
is revoked is determined, as to realty, by the 
law of the state where the. real estate is sit- 
uated, and as to personalty, by the law of the 
testator’s domicile at the time of his death. 


(3) The mere fact that a mutilated copy of 
the will was found in the testator’s desk after 
his death is no evidence of revocation. The 
statute as to revocation of wills by mutilation 
has no application to the mutilation of a mere 
copy which is not a duplicate original. 
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LEGISLATION 


(Continued from page 74) 


tance tax is levied and paid to the state of 
domicile of such decedent. 


Ch. 338: Provides that “In the absence 
of any direction in an instrument creating 
a trust, unless the court having jurisdiction 
over the administration thereof shall other- 
wise direct, seventy-five per centum of the 
customary annual fees of the trustees shall 
be charged against the income, and twenty- 
five per centum thereof shall be charged 
against the corpus of the trust.” 





